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Scores of
successful men
owe their positions
of responsibility
and high pay
to the
“WALTON”
Way
We will gladly mail your copy Free
It is easy for any man to make money. The hard
task is finding the way to do it. That is why
every man, who has ambitions to stand out
from the crowd, must discover the job for which
he is best fitted. That, precisely, is the real
secret of success.
The book you see illustrated above has actually
helped scores of men to attain the better things
in life. For here is a book that clearly tells you
the possibilities for advancement in executive
and professional accountancy. It explains ex
actly why business pays big rewards to men who
are trained in this particular line. For account
ancy, after all, is the very life’s blood of modern
business.
And when you know that men with no greater
ability than yours have risen to positions of re
sponsibility and high pay because of the train
ing they received from the Walton School of
Commerce, you are certainly interested in
knowing all the facts about what accountancy
offers to you. That is why we urge you to write
for your free copy of this book.
More than one thousand Walton students
have passed the C.P.A., C.A. or American
Institute examinations (students successful

in both C.P.A. and Institute examinations
are counted only once) ■— a record of real dis
tinction that testifies to the high character of
Walton Training.
Walton students have won twenty medals for
high honors in the Illinois C.P.A. examinations.
In competition with schools, colleges and univertities, Walton trained men have received
special distinction in American Institute ex
aminations for nine consecutive years.
In the face of this evidence you really owe it to
yourself to send for the book that tells all
about the Walton Training in Accountancy.
It costs you nothing — yet reading it may be
the turn upward in your career. Mail the at
tached coupon today and get your copy of
“The Walton Way to a Better Day.”

Day and Evening Classes and
Correspondence Instruction
As day classes are started at frequent intervals, it is
usually possible for a day student to begin almost at
any time at the point in the course for which his
previous education and experience qualify him. Eve
ning resident classes start in September and January.

373-383 McCormick
Building
Chicago
MEMBER NATIONAL HOME STUDY COUNCIL

WALTON SCHOOL OF COMMERCE, 373-383 McCormick Building, Chicago
Without obligation on my part, please send me the copy of “The Walton Way to a Better Day,” and suggestions as to what you can
do to help me advance in the business world.
Name.......... .. ..........................................................................................................................................

□ Correspondence Instruction

)

□ Resident Day Classes
□ Resident Evening Courses

Occupation............................................................................................... Age......................................
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17 Reasons why the NEW REMINGTON

is the Most Modern of Accounting Machines
1. Electric alphabet keys.
2. Electric numeral keys.
3. Electric line spacer.

4. Electric carriage return.

8. Full synchronization of computing devices and printing
mechanism.

9. No need of mental computation . . . Remedy of error is
simple.
10.Credit balances print red,—followed by CR symbol . . .
even identified on carbon copies.

5. Front feed.

6. Vertical and horizontal computation.
7. Automatic proof of accuracy.

11.Operating simplicity and speed.
12.All entries made are plainly visible . . . no carriage rais
ing, no guessing.
13. Amounts and descriptive entries maybe typed anywhere
on the sheet.

14. A single depression of the date key prints month, day
and year wherever wanted.
15. Only ten numeral keys, eliminating tedious column
selection.

16.Tabulating keys ... conveniently located .. . are released
with a downward pressure.
17.No duplication of figure keys . . . the keyboard confined
to an area no larger than a typewriter keyboard.

The new Remington completely electrified Accounting Machine
has been developed by Remington Rand so that accounting may
keep pace with modern business.

No other accounting device has so definitely simplified and re
duced the cost of operating records.
Its many electrically powered and genuinely automatic features
cut operating time and make accounting work simpler, easier,
more definitely accurate, and less costly.

Let the Remington Accounting Machine man in your locality tell
you more about the new Remington Electrified Accounting
Machine, and how it provides a new, practical method of auto
matic accounting. « » The coupon is for your convenience. « »
Accounting Machine Division, Remington Rand Business Service,
Buffalo, New York. Offices in all principal cities.

Remington Rand
Please have your local representative call and give
me more details about the new Remington.
Name_____ _ __________________ _________________

Address___________________________________________
____________________________________________________ J.A.-7
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Bound in this

New... Rugged
Handsome

remarkable new
material, business
books smile at
rough treatment.

. . . . business record books bound in Stanite

What is Stanite?
T has the surface gloss and“feel”of wood.
But, unlike wood which has a one-way
grain, Stanite is a tough-fibred composi
tion with grain interlocked in all directions
like granite. This makes for extra strength.
Stanite can not crack or split. It has a
tough, wear-proof, water-proof surface, for
Stanite is moulded under intense heat
and terrific pressure.
Stanite is the new cover-board material

I

developed by the National Blank Book
Company to keep books in step with
modern business practice.
It is furnished in olive green to har
monize with office fixtures. It is available
in ledgers, post binders, ring binders, vis
ible binders and machine bookkeeping
binders.
The edges of National Stanite-bound
records are finished in rust-proof metal
for extra strength.
Of course, the famous National steel
hinge construction gives added strength to
these books. The Stanite covers are riveted
to steel hinges which hold them firmly to
the back mechanism of the book with a grip
proportionately as strong as a vault door.
Ask your stationer to show you Na
tional Stanite binders, as well as the full
line of other National record-keeping
equipment in the more usual bindings.
Or write us for folder which tells you how
you can save for your clients with Stanite.
NATIONAL BLANK BOOK CO.
Department G-7
Holyoke, Mass.

IMPORTANT ANNOUNCEMENT
After careful research, National has developed the NEW NATIONAL UNIT
ACCOUNTING SYSTEM — 27 new and improved forms, consisting of 19 General
Record Forms, 4 General Ledger Forms and 4 Monthly Report Forms. Not a
“canned” system, but a complete line of practical, up-to-date forms that enable
the Accountant to provide a “custom-made” System for every business. Ready for
distribution about September 1st. Watch for further announcements at that time.
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Revised Edition!
TO CANDIDATES
for the next

C.P.A. EXAMINATIONS
“Organized Preparation” is the keynote of our
resident coaching course. It provides an estab
lished, organized means of preparing yourself
for the examinations, teaching you how to
attack a problem, arrange your worksheets,
and how best to present your paper to the
examiners.
To that group of candidates who have lost
touch with their studies, our series of lectures
affords an excellent opportunity to acquire a
thorough knowledge of the formal, academic
principles required, and familiarizes them with
examination-room procedure.
The next course starts on Wednesday, September
9th. Another course starts September 22nd, both
at the Engineering Auditorium, 25-33 West 39th
Street.

Third Edition — September, 1928
Second Printing — May, 1930

C.P.A. EXAMINATIONS REVIEW
202 West 40th Street, New York
Telephone: Penn. 6—7834
Conducted by

HENRY L. SEIDMAN, B.C.S., LL.B., C.P.A.
{

Theory, Auditing and Problems
A four-volume digest of problems and ques
tions given in 955 C. P. A. examinations by
accountancy boards in 48 states; June, 1929
papers are included. Distribution is:
California.......................
Florida............................
Illinois............................
Indiana...........................
Massachusetts..............
Michigan........................
Missouri.........................

39
26
42
25
20
23
26

New Jersey...................... 16
New York........................ 60
Ohio.................................. 24
Pennsylvania.................. 31
Washington.................... 33
Wisconsin........................ 18
Other States................... 572

For Your Convenience

The four buckram-bound volumes contain 400
problems and 5,824 questions, classified in
related groups, with lectures authenticated by
7,579 specific references to recognized accounting
authorities. Volume II solves problems in Volume
I; Volume IV problems in Volume III. Time
allowances are given so problems may be solved
under C. P. A. conditions.

The following Sales Offices have been established, where
you may call, write or telephone for prompt delivery
of Pathfinder Loose Leaf Forms, Binders, Indexes,
Systems, etc.

1117 Lafayette Bldg.

Telephone CAdillac 7550
Detroit
231 Healey Bldg.
Telephone WAlnut 8021
Atlanta
Lobby Suite 5, Central Bldg.
Telephone MAin 4088
Seattle
735 Terminal Sales Bldg., 446 Morrison St.
Telephone BRoadway 9238 Portland

FREE EXAMINATION COUPON
THE WHITE PRESS COMPANY, INC.,
Departmental Bank Bldg., Washington, D. C.
You may send me on 5 days’ approval books checked.
□ Complete Set (Four Volumes, 1,871 pages), $15.00
□ Volume I and Solutions (Vol. II), $7.50
□ Volume III and Solutions (Vol. IV), $7.50
I agree to pay for the books or return them postpaid within
five days of receipt.

Signed....................................................................................................
Street......................................................................................................

101 West 31st St., at 6th Ave.
Telephone LONgacre 5-2626

New York

A Golden Opportunity
This set is almost indispensable to C. P. A.
candidates as it combines C. P. A. theory and
auditing questions with authenticated lectures,
and classified C. P. A. problems with solutions
and time allowances.

I
I

Sacramento
San Francisco
Los Angeles

823 J. Street
Telephone Main 4453
Arcade 5, Monadnock Bldg.
Telephone GArfield 7631

330 North Los Angeles St.
Telephone MAdison 1401

Charles R. Hadley Company
General Offices Los Angeles, Calif.

City.........................................................................................................

(Sent on approval only in U. S. and Canada)
Write for Illustrative Circular

pathfinders
in

looseleaf

systems
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Annual Meeting
of the

AMERICAN INSTITUTE
OF ACCOUNTANTS
Bellevue-Stratford Hotel

Philadelphia, Pennsylvania

Sept. 14 to 17, 1931

PERSONS INTERESTED IN ACCOUNTANCY ARE

INVITED TO ATTEND THE OPEN SESSIONS

Information may be obtained from the

Institute's offices

135 CEDAR STREET

+

NEW YORK, N. Y.
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Of special interest to accountants
PUBLISHED UNDER THE AUSPICES OF THE AMERICAN INSTITUTE OF ACCOUNTANTS

THE ETHICS OF A PROFESSION
By A. P. Richardson
A sane, well-informed, and practical discussion of the opinions of accountants
as to what constitutes ethical practice in their profession. In a conversational
manner the book explains the various tenets in the creed of the profession of
accountancy- It shows what temptations confront the accountant and presents
the reasons why these temptations should be resisted. The author, who for
twenty years has been editor of The Journal of Accountancy is exceptionally
well qualified by his intimate knowledge of the problems and points of view of
the profession to prepare a manual such as this. 16mo. 159 pages.

ACCOUNTING TERMINOLOGY
Preliminary Report

of a

Special Committee

The fruit of a ten-year study. Defines over 600 terms. Although many of the
definitions cannot be considered as final, the volume as a whole reflects the
present-day usages of the vocabulary of the profession. It is believed that this
is the most complete and up-to-date American publication of its kind. It should
be of inestimable value to accountants and bookkeepers as well as to students
of accounting. Royal 8vo. 126 pages. $1.50.

FRAUD: ITS CONTROL THROUGH ACCOUNTS
By George E. Bennett, Ph.D., C.P.A.
Tells how frauds are perpetrated and how proper accounting methods will
prevent them, or at least reduce the possibility of their being brought to a suc
cessful conclusion. Forty specific possibilities for fraud are listed and described.
"Valuable information which can be applied to daily problems.” — Lefax.
"Indicates the weak points and shows the way to strengthen control.” — F. H.
Hurdman in The Journal of Accountancy. Royal 8vo. 132 pages. $1.50.

C.P.A. LAWS OF THE UNITED STATES
Compiled by THE AMERICAN INSTITUTE OF ACCOUNTANTS
The only available collection of the full texts of all of the laws governing the
certification of accountants, with marginal notes to aid quick reference. The
text of each law has been verified by competent authority in the State of origin.
Limited edition. Royal 8vo. 250 pages. $3.00.

Published by

THE CENTURY CO.
PUBLISHERS OF THE NEW CENTURY DICTIONARY

353 Fourth Avenue

New York City
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To those who
plan to take
the next C.P.A. examination
Particularly noteworthy
features of the training are:
N addition to its regular
Course, the Interna
tional Accountants Society,
Inc., offers a special Coach
ing Course for Accountants
who are planning to take the
C. P. A. Examination.
This Course will be sup
plied only to those who are
already competent account
ants, as no attempt is made
to teach general accounting
in this course. The instruc
tion is pointed directly at
the C. P. A. Examination.
Something more than a
knowledge of accounting is
necessary to insure success
in the examination room.
Solving examination prob
lems is vastly different from
the usual work of making

I

100 problems in Practical Accounting
with solutions and comments
100 questions and answers in Account
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory
of Accounts

Elaborate explanations and comments
that include, in addition to the finished
statements or solutions, such items as
suggestions for “Notes to the Examiner,”
working sheets, side calculations, use of
proper terminology, and discussions of
authoritative opinions.

Problems and questions (1) actually
used in a C. P. A. or an A. I. A. examina
tion, or (2) specially prepared to train
the candidate in handling certain points
likely to be encountered in the examination.

Personal correction, criticism, and grad
ing of every examination paper by a
Certified Public Accountant who has him
self passed the C. P. A. examination.
There are sixteen such Certified Public
Accountants on the Active Faculty of the
International Accountants Society, Inc.

audits, installing systems, or
conducting investigations.
Many men with little or no
practical experience can
solve C. P. A. problems
readily — many others with
years of experience flounder
pitifully in the examination
room. WHY? The candidate
is required to work at top
speed. He must work with
limited information. He has
to construct definitions.
Very often it is necessary
for him to use unusual
working sheets.
The C. P. A. Coaching
Course given by the Inter
national Accountants So
ciety, Inc., prepares you to
meet such conditions. The
fee is $42, and the text
consists of twenty lessons.

SPECIAL booklet, “How to Prepare for the C.P. A. Examination,” is now ready for those
who are interested. For a free copy, just write your name and address below and mail.

International Accountants Society, Inc.
A Division of the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.

Send me the special booklet, “How to Prepare for the C. P. A. Examination,”
which describes your special Coaching Course for Accountants.
Name__________________________________________ Company........ .................. .. ........ ........... .......................
Address....... _______ ...._______ _ —

--------------------------------------------------------------------------------------------

When writing to advertisers kindly mention The Journal of Accountancy

VIII

THE JOURNAL OF ACCOUNTANCY

BURROUGHS

Typewriter Bookkeeping
Machine

SPEEDS UP THE WORK AND
CUTS BOOKKEEPING COSTS
Thousands of firms find that Bur
roughs Typewriter Bookkeeping
Machine not only furnishes neater,
more accurate records and simplifies
and speeds up bookkeeping, but also
cuts bookkeeping costs.
For, besides posting ledger, state
ment and full-width proof journal (or
any other combination of related
records) at one time, it performs many
of the operations
automatically.
It is especially
designed
to

handle accounts receivable, accounts
payable, general ledger, distribution,
payroll, stock records and similar
accounting work. Can be furnished
in a variety of models for distribu
tion to any number of classifications
up to twenty.
Call the local Burroughs office for
complete information or demon
stration ... or write to Burroughs
Adding Machine
Company, 6227
Second Blvd.,
Detroit, Mich.

Burroughs
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EDITORIAL
One of the most important judgments
ever rendered in the United States upon
a question involving the duties and
obligations of an accountant was the suit Ultramares Corporation
v. Touche et al. In the February issue of The Journal of
Accountancy there was somewhat extensive comment upon that
section of the decision which disposed of the question of liability
of the accountant to persons without privity of contract. At that
time we expressed the opinion, which has subsequently been in
dorsed by competent authority, that the American Institute of
Accountants, appearing as friend of the court and opposing the
attempt to extend liability to the wide world, had accomplished
complete success. The judgment was definite and apparently
left no room for doubt as to the limitations which surround the
legal liability of any professional man, even where gross negligence
is supposed to have existed. There has been a great deal of
correspondence on the subject of the judgment, and some people
without knowledge, but with a readiness to impute iniquity, have
jumped to the conclusion that the Institute condones negligence.
If these statements are not malicious they are too silly to merit
notice and, indeed, they do not deserve much consideration
whatever be their motive. The fact is that the Institute ap
peared in the case as amicus curiae and presented a brief which
was largely adopted by the court of appeals in the state of New
York. The Institute argued that there can be no liability where
there is no privity of interest. What the accountant’s individual
liability to his individual client may be is not the subject of
1
The Ultramares Case
Considered

The Journal of Accountancy

present discussion, but it may be said in passing that it would be
an excellent thing if there could be a legal determination of the
extent of the accountant’s liability to his client. Nobody knows
what a court may assess as damages for failure to perform ac
counting work as it should be performed. The cases which have
been before the courts are not sufficiently representative to be
valuable as precedents, and even in those cases the differences of
judgments are so great that all dependence upon them is futile.
There seems to be no precedent which indicates the probable
extent of financial liability for professional services of any
kind.
In our earlier discussion of the Ultra

The Question of “Con
mares case we carefully refrained from
structive Fraud”

comment upon the second part of the
finding, because that part sent back to the trial court another
question which was not covered by the decision dealing with
liability for negligence. The second half of the judgment stated
that the lower court should submit to a jury the question whether
or not the facts of the case involved fraud—in other words the
question whether or not the audit had been so grossly negligent as
to justify a finding that the accountants had no genuine belief in
its adequacy. For, so the court said, that is fraud, while if less
than that is proved the ensuing liability is one for negligence and
is bounded by the contract. This threw the matter back into the
courts and it became, so far as the question of fraud was involved,
a matter sub judice and therefore not debatable. We have
waited for the determination of the case before venturing to
express any opinion on this second cause of action. Now it
appears that the case has been settled out of court. It is therefore
withdrawn from the docket and comment is permissible. In
order to make clear the arguments which seem pertinent the
following extracts are published:
“The second cause of action is yet to be considered.
“The defendants certified as a fact, true to their own knowledge,
that the balance-sheet was in accordance with the books of ac
count. If their statement was false, they are not to be exonerated
because they believed it to be true. We think the triers of the
facts might hold it to be false. ...
“ In this connection we are to bear in mind the principle already
stated in the course of this opinion that negligence or blindness,
even when not equivalent to fraud, is none the less evidence to
2

Editorial
sustain an inference of fraud. At least this is so if the negligence
is gross. Not a little confusion has at times resulted from an
undiscriminating quotation of statements in Kountze v. Kennedy,
supra, statements proper enough in their setting, but capable of
misleading when extracted and considered by themselves.
‘Misjudgment, however gross,’ it was there observed, ‘or want
of caution, however marked, is not fraud.’ This was said in a
case where the trier of the facts had held the defendants guiltless.
The judgment of this court amounted merely to a holding that a
finding of fraud did not follow as an inference of law. There is no
holding that the evidence would have required a reversal of the
judgment if the finding as to guilt had been the other way.
Even Derry v. Peek, as we have seen, asserts the probative effect
of negligence as an evidentiary fact. . . .
“We conclude, to sum up the situation, that in certifying to the
correspondence between balance-sheet and accounts the defend
ants made a statement as true to their own knowledge when they
had, as a jury might find, no knowledge on the subject. If that
is so, they may also be found to have acted without information
leading to a sincere or genuine belief when they certified to an
opinion that the balance-sheet faithfully reflected the condition
of the business.
“Whatever wrong was committed by the defendants was not
their personal act or omission, but that of their subordinates.
This does not relieve them, however, of liability to answer in
damages for the consequences of the wrong, if wrong there shall
be found to be. It is not a question of constructive notice, as
where facts are brought home to the knowledge of subordinates
whose interests are adverse to those of the employer (Henry v.
Allen, 151 N. Y. 1; see, however, Am. L. Inst., Restatement of the
Law of Agency, Sec. 506, subd. 2a). These subordinates, so far
as the record shows, had no interests adverse to the defendants,
nor any thought in what they did to be unfaithful to their trust.
The question is merely this, whether the defendants, having
delegated the performance of this work to agents of their own
selection, are responsible for the manner in which the business of
the agency was done. As to that the answer is not doubtful. . . .
“Upon the plaintiff’s appeal as to the second cause of action,
the judgment of the appellate division and that of the trial term
should be reversed, and a new trial granted, with costs to abide
the event.”
It will be noted that Justice Cardozo,

Fraud in Law Difficult
who rendered the judgment in the court
to Define

of appeals, clearly relieves the defend
ants from any imputation of intentional wrong-doing. This
does not relieve them, however, according to the learned judge, of
liability to answer in damages for the consequence of wrong “if
3
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wrong there shall be found to be.” Even the subordinates, who
were directly responsible for whatever neglect occurred, are not
accused of unfaithfulness. The whole question of fraud is ren
dered obscure and difficult because of the evident difference which
exists between the ordinary acceptation of the word and its legal
significance. An eminent lawyer writes us, “Fraud in the legal
sense is a somewhat elusive concept. Civil action for fraud
involves what in reality under the old distinction of forms of action
was the action of deceit. A consideration of the evidence which
may bear upon the question of deceit involves a very careful and
exact understanding of gross negligence and of silence in relation
to statements which may be alleged to involve deceit. All this
has a definite bearing upon what a certificate of an accountant
may import to persons who act upon the faith of it. Deceit does
not grow out of contract and no limitation upon liability for it
exists so as to make an accountant responsible in such action only
to the person with whom he has contracted.” In other words a
statement made in a professional capacity by any practitioner,
if it is made without reasonable assurance of its accuracy, may
be made the basis of an action for fraud by anyone who believes
himself to be injured by reliance upon that statement. That is a
broad extension of liability. Let us hope that the court in a given
case would prevent injustice by pointing out that the evidence
must show that there could have been no genuine belief in the
sufficiency of the audit before the auditors could be found guilty of
deceit or fraud. Probably nearly everyone will admit that fraud
in the ordinary meaning of the word should make the perpetrator
liable for whatever effect may follow his fraudulent act, but that
applies only in the case of intentional fraud. It is noteworthy
that in the case of Derry v. Peek, quoted in the judgment, Lord
Herschell said, “ In my opinion making a false statement through
want of care falls short of and is a very different thing from fraud.
I think mischief is likely to result from blurring the distinction
between carelessness and fraud and equally holding a man
fraudulent whether his acts can or can not be justly so desig
nated/’ The importance of that section of Lord Herschell’s
opinion is indicated by the fact (to which attention is drawn by
The Accountant, of London) that the head-note of the report
reads, “In an action of deceit the plaintiff must prove actual
fraud. Fraud is proved when it is shown that a false representa
tion has been made knowingly or without belief in its truth or
4

Editorial
recklessly without caring whether it be true or false. A false
statement made through carelessness and without reasonable
ground for believing it to be true may be evidence of fraud but
does not necessarily amount to fraud. Such a statement, if made
in the honest belief that it is true, is not fraudulent and does not
render the person making it liable to an action of deceit.”

If we interpret this decision as the lan
An Attempt to Inter
guage
seems to justify and if we may
pret the Decision
attempt to put it into ordinary straight
forward statement, it seems that the sum of the whole matter is
this: Gross negligence may be regarded as evidence that fraud
may have existed. That is to say, where a misstatement, due to
gross negligence, is made there is justification for going further
into the case to find out whether there was intentional wrong
doing or not. If it be found that the error was innocently al
though negligently made there is neither fraud nor deceit. To
put the matter in another way, it seems to us that the court says
that there was reason to investigate further and ascertain the
existence of fraud if any did exist. The court, however, explicitly
stated that there was nothing to indicate intentional wrong-doing
by defendants or their subordinates. It is therefore regrettable
that the case was not carried through the process of adjudication
without external settlement. As the matter stands at present
there is grave doubt in the minds of a great many people as to
what the court of appeals really meant. If our interpretation is
correct the court of appeals was evidently trying to encourage a
course of action which would bring about a definite adjudication
on the question of fraud to supplement the decision which had
been rendered on the question of liability to third parties even in
case of gross negligence. However, the withdrawal of litigation
prevented the accomplishment of that purpose, and in the mean
time every professional man is left in suspense lest by some
perfectly innocent error of judgment he be made the object of
an action for fraud.
What is the accountant to do? For one
What Is To Be Done? thing, it seems fairly clear that every
accountant's report will be addressed to
the client only and that any use of the report by the client will be
without the express knowledge of the accountant. It also seems
5
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probable that the accountant will divide his report into two sec
tions, one dealing with fact and one with opinion. This will have
an injurious effect upon the value of accountants’ reports, because
the client wants to know what the accountant thinks more than
he wants to know what are the facts. The facts, perhaps, he
could determine for himself, but he desires the opinions of a
competent expert. It has been suggested that accountants might
incorporate and thereby limit liability, but that is an unprofes
sional form of practice and would not prevent litigation. The
accountant perhaps should abandon certificates and merely make
reports without accepting any liability whatever. The word
certificate, which has been used for many years, is quite inappro
priate and should be abandoned, in any case, especially with
reference to any opinion. It is absurd to speak of certifying an
opinion. Perhaps the Ultramares case will be the means of
bringing about a reform which will eliminate the words certify
and certificate.
The present uncertainty can not con
tinue. Sooner or later there will be a
case which will be carried through with
out settlement and we shall learn what the courts believe to be the
correct definitions of fraud and liability. If the acts committed
by the defendants in the Ultramares case were fraudulent in the
true sense of the word the penalties should have been exacted. If
they were not fraudulent the defendants should have been
exonerated. Where negligence exists whatever penalty is just
should be paid; where fraud exists the proper punishment should
be inflicted—but in heaven’s name let us have something definite.
It is all well enough to talk grandiloquently about assuming the
full burden of responsibility for every word uttered. Accountants
must be careful and must tell the truth, but if they make a mistake
honestly it seems to the layman, at least, preposterous to suggest
that there has been fraud. We are not defending and do not care
to defend the act of any accountant who is guilty of fraud, but we
do desire to be known as opposing indefinite inference. Mean
while pending the coming of the settlement of the question a great
“racket” will follow the Ultramares judgment. Whenever, an
accountant renders a professional service he will be liable to strike
suits and goodness only knows what else in an effort to extort
money from him. The decision of the Ultramares case was well
6
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worth while, however, because it seems to have settled the ques
tion of liability for negligence to persons having no privity of
interest, which was the great point upon which the American
Institute argued and in doing so rendered a service to the entire
country.
A group of accountants in course of

“The American Stand
discussion of the existing conditions in
ard of Living ”

business turned to the question of
wages, particularly wages of the artisan class and those of un
skilled labor. The discussion was stimulated by recent remarks
by leaders of industry to the general effect that it was undesirable
and would be undesirable to reduce the scale of compensation for
labor, lest in the process the standard of living be lowered and the
general conditions of the country be thereby adversely affected.
The other side of the argument was represented by the writings of
various economists and others, some of whom had expressed the
opinion that, inasmuch as the cost of living had been substantially
reduced, there could be and should be a proportionate decrease in
the scale of wages without in any way affecting the so-called
standard of living. There seemed to be a wide difference of
opinion as to whether this reduction of wages, with certain excep
tions, represented the sounder policy or not. It is undoubtedly
true that there has been a great deal of nonsense spoken and writ
ten on the subject of the standard of living. It is certain the
American workman lives in what would be regarded as affluence
by the workmen of any other country. We have passed from the
days of the humble wants of the toiler to what may be called
“the two-car age.” He is, indeed, a poor man who can not
have two cars, one comparatively new and one still usable, in
his garage. Most of the men who are thus doubly blessed can
not really afford the luxury of two cars, but they are accustomed
to having what they want and as they want two cars we have
come into the two-car age, whether the grocer or the butcher
be paid or not. It is ridiculous to speak of these purely un
necessary luxuries as part of the standard of living. They may
be part of the standard of extravagance, but not of living. Then
again there seems to be no absolute necessity for many of the
enjoyments which are now regarded as part of the standard of
living. In the old days it was an event of importance to attend a
theatre or an entertainment of any sort. Now the entire family
7
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feels down-trodden if it can not be taken to the movies at least
twice a week. The manner of clothing has become extravagant,
and so have many other things, all of which the advocates of high
wages endeavor to disguise as the American standard of living.
But even supposing that it were true that these things were
necessary, it is difficult to understand how in a time of falling
prices the maintenance of high wages is necessary to the con
tinuance of that standard of living. For example, if a man’s
wages are ten dollars a day and it costs him nine dollars to live and
luxuriate, he is not as well off as he would be if his wages were six
dollars a day and his costs four dollars. In the latter case his
actual saving, if he saved, would be greater in number of dollars,
and when the difference in the value of the dollar is considered his
savings would be considerably more than doubled. All this is a
theory of economy which has been reiterated time and again.
The point which is of interest to accountants is the part which
they may play in bringing about better understanding of the true
conditions and in advocating the resumption of something like a
parity between wage and value received for the wage. To speak
of the maintenance of high wages in time of falling costs is to
speak of an enormous increase in wages. Take, for example, our
workman whose wages have been ten dollars a day—if costs of
living were nine dollars and they are now reduced to four dollars,
his margin of saving has increased from one to six dollars and he
still has the same necessities and luxuries which he had before.
Is there any justification for maintaining wages in a time of
depression when the maintenance of wages means an increase
in wages?
The trouble is that so many business
men who are employers of labor and
practically all politicians who depend
upon labor for their existence seem to feel that it is necessary to
pamper the working man at the cost of the stability of the coun
try. The workman is entitled to a fair wage if he does a day’s
work; indeed, it is safe to go further and say that he is entitled to
the utmost that can be paid him without injury to the general
conditions of the country, but that is not to say that he must have
his income remain intact or even increase while the man who
pays him that income has suffered losses which are almost destruc
tive. It is probably idle to hope for honest fairplay in the political
8
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arena. Whatever section of the community has the most votes
will have the most influence, and the men elected to office are, as
a rule, attentive only to the voices of their masters, the working
men’s organizations. We yield to no one in our desire for high
wages, but it does seem that the time has come to adopt a spirit of
common sense. In nearly every office the salaries of the “white
collar workers’’ have been reduced or, if not reduced, the staff has
been decimated and all new employees are engaged at much
lower compensation. In a great many industries men have been
compelled to limit their working days to two or three or four a
week so that the scale of wages might be maintained and our
blessed standard of living perpetuated. There are some work
men who seem to feel that if they work two days a week at ten
dollars a day they are infinitely better off than they would be
working six days a week at five dollars a day. The trouble with
such men is that they need a knowledge of the results of the
multiplication table.
Now accountants have an opportunity
Most
business men who employ the service of
professional accountants have confidence in their general sagacity
as well as in their specific expertness. A word of advice or warn
ing from the accountant does not go unheeded in most cases. Let
us assume that there is a factory employing a thousand men and
that the scarcity of orders has involved the reduction of working
days to two a week, but the scale of wages remains unaltered at
ten dollars a day. The result of this condition is that the thou
sand employees are receiving twenty thousand dollars a week.
The plant is closed on five days. There is the loss of efficiency
as well as the depreciation of physical assets inseparable from
shut-down. The men spend their idle five days doing prac
tically nothing and acquire habits of indolence. The market
for the product of the factory is supplied by the two days of work,
but there is no surplus, and we are told that reduction of surplus
is one of the most urgently needed reforms to hasten the return
of prosperity. It would be unwise to manufacture without a
market, but sooner or later the market is going to increase and the
demand for the product of the factory will return with surprising
rapidity. When once the spectre of fear has been laid low it will
be only a little time before buying begins in substantial volume.
9
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What is our factory to do then? The answer seems simple
enough. The men will be told that they can work three days a
week, then four and so on until the earning capacity of the fac
tory’s men has increased to sixty thousand dollars a week. That
sounds delightful, and it might be so if the price of the product of
the factory were to remain as it was before the depression, but we
all know that the prices of raw materials are now below the 1913
level—a consummation which the learned economists of many
universities stoutly affirmed could never occur. Retail prices
have not been reduced so far in proportion to the reduction of raw
materials, but prices find their level like water, and it is absolutely
sure that with low commodity prices there will follow low prices
of manufactured articles. Consequently, we shall come to a
point where our factory may have demand for enough product to
engage the services of the men for a full week, but the prices which
will be paid for the product will be out of line with the wage scale
of the factory, and the consequence will be failure. Either
wages must come down in the factory or prices must go up, and
there is small chance of the latter contingency for many years to
come. Now if there be an accountant engaged as consultant and
advisor to the factory he has a splendid opportunity to render a
genuine service. He may point out to his client the effect of the
existing policy, and if he be a man of vision and personality he
may do much in his intercourse with the employees to demonstrate
to them the economic soundness of the theory of fewer dollars but
equal wages.
Workmen are not fools and it is no un
common experience in conversation with
them to hear them express complete
willingness to accept a reduction of wages commensurate with the
cost of living. The workmen themselves are not the source of the
difficulty. It is the leaders of the workmen, most of whom
depend for existence upon agitation. They are the ones of whom
the politicians stand in fear. If the matter were left to the
workmen themselves it might be found that they would volun
tarily accept lower wages for longer hours. That is the end
devoutly to be desired. Idleness is not good for anyone, much as
most of us love it, and it is particularly evil when it is applied to
groups of people. The whole community is better if it works a
reasonable length of time for a reasonable wage. And it must
10
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not be forgotten that, whether we like it or not, there will be a
reduction of wages, and if it is kept away too long the force behind
will be dammed up and accumulated so that when it does burst it
will come through in ruinous immensity. Then we may see
wages reduced far below the actual needs of the workers. The
experience may be something like that of the stock market, which
kept piling up and piling up its inflated value until in spite of
warning it reached such a height that it toppled over—and great
was the fall of it. Wages may follow the same course if there be
not wisdom and common sense applied to the solution of the
present problem. If that disaster happens, which heaven forbid,
the labor leaders will be hard put to it to explain the reason of it.
All that some of them think of today is the maintenance of high
wages so that we may not do any damage to that idol which we
call the American standard of living. We need courage in our
leaders of industry, in our leaders of labor, in the men who are
supposed to lead in politics. Instead of followers we need real
leaders with honesty and vision and knowledge. The difficulty
is not insuperable. It will work out its own solution somehow,
but it may be very painful in the process. If we treat it wisely
and recognize truth as it appears we shall be able to avoid the
worst and gradually come into a condition of peaceful prosperity
and something approaching an equilibrium.

The Accountant, of London, in its issue
of April 11, 1931, reports that the coun
cil of the Institute of Chartered Ac
countants in Australia is enforcing a strict code of professional
etiquette.
“ It has resolved that the inclusion of the names of the members
in the classified section of the telephone directory is a form of
advertising, and that any references in publications should not
contain any allusions to professional appointments, other than
directorships of public companies, and that the insertion of such
matter should on no consideration be paid for. With regard to
certificates of estimated profits, it has been laid down that a
member of the institute is not permitted to give or sign in his own
or his firm’s name a certificate of estimated future profits of any
business, or contemplated business, for publication on the flota
tion, or contemplated flotation, of any company or corporation,
public or private. References to members in any prospectus or
document inviting the public to subscribe for shares or debentures
in any company or proposed company shall be confined to the
11
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professional designation of the member therein referred to. No
laudatory references will be permitted, and no member shall
permit his name to be used in any such document until the words
proposed to be used therein in respect of such member shall have
first been submitted to and approved by him. The council con
siders that the publishing of the name of a member on a prospec
tus, particularly one relating to potential profits, is unprofessional
conduct, and likely to bring the institute into disrepute. A
member is not permitted to allow his name to appear in any
prospectus which contains an unsigned estimate of future profits.
A rule has also been made that an associate not in practice shall
not undertake accountancy or auditing work for remuneration
outside of his duties to his employer or employers.”
It will be noted that the word “etiquette” is used by our con
temporary instead of the word “ethics,” but it does not seem to
us that the substitution is happy. There is a distinction between
ethics and etiquette. For example it may not be unethical to eat
with one’s knife, but all the canons of etiquette would be outraged
by such manners. The rules which are quoted are most interest
ing. They indicate that the ambition of the accountancy profes
sion to maintain the highest standard of practice is spreading
throughout the world. Some of the American accountants who
profess to believe that advertising should be permitted will prob
ably stand aghast at the thought that publication of names in a
classified telephone directory constitutes a breach of ethics. It
is undoubtedly true, however, that such publication is advertise
ment and it has always seemed to us that if advertisement is
wrong in one form it is wrong in all forms. (This refers, of course,
to the printed advertisement for which payment is made.) It is
gratifying to see that the Australian authorities forbid the certifi
cation of estimated profits. That inhibition is in harmony with
the decision of the American Institute of Accountants. Indeed the
whole scheme of behavior which is indicated by the Australian
council bears a striking resemblance to the rules of conduct pre
scribed by the American Institute. The accountants of Australia
are to be congratulated on the courage of their regulations.
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Samuel Pepys, Able Accomptant
By C. J. Hasson
"... when I consider that a regular accountant never ought to fear any
thing or have reason I then do cease to wonder.”—Diary.

Much has been written of Samuel Pepys as a great diarist and
as an English office holder. This paper proposes to consider
him as an accountant—a phase of little interest generally and
thus far neglected.
Pepys was the son of a tailor in very modest circumstances; but
he managed to receive a good education which included a degree
at Cambridge. This was probably due to the efforts of a relative,
Edward Montague, afterwards Lord Sandwich. We know that
he liked Pepys and obtained one position after another for him
until his ability was recognized and utilized to the full by the
crown.
In 1642, when Pepys was nine years old, the great rebellion
began. Cromwell emerged as a capable general and organized
the famous Ironsides. Charles I was captured and put to death.
This was in 1649. Cromwell died in 1658, and during the inter
vening years England was strictly puritan, with even the theatres
closed. The commonwealth lasted until 1659. Then the son of
Charles I was brought back to England as Charles II.
Pepys began his diary a few months before Charles II returned.
For over nine years he was to record everything of interest to
himself, from great catastrophes, like the plague and the London
fire, to household matters. At times he wrote what was extremely
personal and it was probably for this reason that he kept the diary
in shorthand, partly of his own invention.
Magdalene College, Cambridge, acquired Pepys’ library in
1724. The diary, in six volumes, was part of it. Four years later
the manuscript attracted the attention of one Peter Leicester but
nothing came of it. In 1818, John Evelyn’s diary was published,
and as Evelyn and Pepys had been close friends for forty years,
Pepys was naturally mentioned often. Attention was again
directed to the manuscript and an attempt made to decipher it.
An expert provided a key, and John Smith, of St. John’s College,
was set to work translating it. He worked for three years, spend
ing many hours daily.
13
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The first edition, published in 1825, and edited by Lord Braybrooke, was much abridged and considerably expurgated. Suc
cessive editions were more complete, until that edited by Wheatley in 1902 contained all but about thirty pages of the diary and
filled ten volumes.
Pepys was on the ship that brought back Charles II, serving in
the official capacity of secretary to the generals of the fleet,
actually confidential secretary to his benefactor, Edward Mon
tague, who more than anyone else was responsible for the king’s
return. Pepys was presented to the king and to his brother, the
Duke of York. He was proud to report that during the trip the
Duke of York spoke to him, calling him by name. It was the
beginning of a life-long friendship between the two. Twenty
eight years later, when William of Orange landed in England to
dethrone the former Duke of York, then King James II, the king
was sitting for a portrait for Pepys.
With Charles II as king, Montague was able to help Pepys more
than ever, and among other things obtained for him the position of
clerk of the acts. This was in June, 1660, when Pepys was
twenty-seven.
The position was an important one. The clerk of the acts, the
treasurer, the comptroller and the surveyor were known as the
principal officers of the navy and, with two commissioners, com
posed the navy board. The board directed the affairs of the
navy under the lord high admiral. That office was filled by the
Duke of York.
The “old instructions”, dated 1649, defined the position of
clerk of the acts as follows: “The clarke of the Navye’s duty de
pends principally upon rateing (by the board’s approbation) of
all bills and recording of them, and all orders, and commands
from the Councell, Lord High Admirall, or Commissioners of the
Admiralty, and he ought to be a very able accomptant, well versed
in Navall affairs and all inferior officer’s dutyes.”
Pepys was only fairly fitted for the position by education or
training; but he took to his work with the enthusiasm so char
acteristic of him, and what he did not know he resolved to
learn.
In England at that time there were few teachers of bookkeeping
and accounting. Robert Hartwell, who edited the celebrated
Grounde of Artes in 1623, advertised himself as a teacher of “Accompts for Merchants, by Order of Debitor and Creditor.”
14
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Thomas Browne advertised as a teacher in “the most exact
method of keeping Merchants-Accompts,” and also as a profes
sional accountant. This was in 1670, but he may have been
teaching for some time. Richard Dafforne, who wrote The Mer
chants' Mirrour; or, Directions for the Perfect ordering and keeping
of his accounts by way of Debtor and Creditor, after the Italian
manner ...” taught bookkeeping from at least 1651 until 1684.
Also he advertised that he “rectifieth Books of Accompts abroad
or at home, whether in Proper factorage or Company.”
John Collins, besides being a teacher and writer on bookkeeping,
practised as a public accountant, and according to Foster,
acquired wealth and fame. In 1674, a new edition of his book, An
Introduction to Merchants' Accompts appeared. It had been
suggested that this edition be revised and enlarged, for the first
edition had been published some years before, and Collins had
been very active in the interval. In the preface, however, he
writes: “But I concur not, finding that my long experience hath
not at all advanced my knowledge in a good method of accounts;
though I confess I understand the nature and intrigues of bad
ones much better than I did.”
These men did not conduct regular schools but accepted pupils
as they applied. Their influence as teachers probably was not
great. Pepys does not mention studying under any teacher of
bookkeeping. He probably obtained his knowledge from books
and from fellow workers. Whatever the source, it is apparent
that he soon surpassed his clerks.
Pepys refers in his diary to studying arithmetic with a Mr.
Cooper, who was mate of the Royal Charles. Because they
started with multiplication and Pepys found it difficult, practi
cally everyone writing on Pepys has commented on the fact that
when he was appointed clerk of the acts he was totally unfit for the
office. The truth is that it would have been very unusual to find
a man fitted for the office who did know the multiplication
table up to ten times ten.
Pepys was a graduate of Cambridge, but Cambridge, when he
was a student, barely touched on arithmetic or other mathe
matics. Cajori states that, “At the universities little was done
in mathematics before the middle of the seventeenth century
. . .” And he believes “that De Morgan was right in his state
ment that as late as the eighteenth century there could have been
no such thing as a teacher of arithmetic in schools like Eton . . .”
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Division and multiplication were both extremely difficult for the
English mind of that time.
Pepys was always much interested in slide-rules and calculating
machines. According to De Morgan the first description of a
slide-rule appeared in The Circles of Proportion and the Horizontal
Instrument, by William Oughtred, as published in 1633. Pepys
obtained the first rule he mentions in his diary from Mr. Browne,
a mathematician. At the same time he purchased a book of in
structions, but he does not give its title.
The following month he purchased another ruler and writes,
“I walked back again [from Deptford], all the way reading of my
book of Timber measure, comparing it with my new Sliding Rule
brought home this morning with great pleasure.” Other quota
tions are interesting: “Up and spent most of the morning upon
my measuring Ruler and with great pleasure. I have found out
some things myself of great dispatch, more than my book teaches
me, which pleases me mightily.” “And then to Browne’s for my
measuring rule, which is made, and is certainly the best and the
most commodious for carrying in one’s pocket, and most useful
that ever was made, and myself have the honor of being as it were
the inventor of this form of it.”
This ruler was so small that Browne could find no one who could
do the necessary engraving on it. So Pepys got his friend, Ed
ward Cocker, who wrote The Tutor to Writing and Arithmetick, to
do the work. That Cocker could write such small characters was
amazing to Pepys. He did all fine work by candlelight. Later
when Pepys suffered from weakness of his eyes, Cocker advised
concerning glasses and ways of shading candlelight. Pepys
found him “a great admirer, and well read in, all our English poets,
and undertakes to judge them all, and that not impertinently.”
Sir Jonas Moore, one of the greatest mathematicians of his time,
and one of the founders of the Royal Society, was a friend of
Pepys. During one of his visits he told Pepys of “the mighty use
of Napier’s bones,” and Pepys resolved to “have a pair presently.”
These “bones” or rods were used as a help in the performance
of multiplication and division. The idea originated with John
Napier, the discoverer of logarithms, and was first published in
1648 and again in 1667 by William Leybourn. The latter book
is probably the one that Sir Jonas Moore read.
In June, 1663, Pepys learned, through a friend, of duodecimal
arithmetic. “ . . . and then comes Creed and he and I talked
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about mathematiques, and he tells me of a way found out by Mr.
Jonas Moore which he calls duodecimal arithmetique . . . which
I have a mind to learn.”
Pepys was acquainted with Sir Samuel Morland’s calculating
machine “which is very pretty, but not very useful.” In 1672,
Morland’s book describing this machine was published and the
title page reads, “A new and most useful instrument for addition
and subtraction of pounds, shillings, pense, and farthings. With
out charging the memory, disturbing the mind, or exposing the
operator to any uncertainty; which no method heretofore pub
lished can pretend to do.”
Installed in office, he immediately “began to take an inventory
of the papers, and goods, and books of the office.” And in the
same month he was busy calculating the debts of the navy. Soon
he was before “a committee of Parliament to give them an answer
to an order of theirs, ‘that we could not give them any account of
the Accounts of the Navy in the years 36, 37, 38, 39, 40, as they
desire.’ ”
Besides the work connected with his office, Pepys, in this first
year was pleased to do special tasks for Lord Sandwich, such as
auditing the accounts of his stewards. He considered this as an
indication of his benefactor’s trust in him.
Pepys became interested in the navy’s stores accounting, for he
was aware of the extent of loss to the king through petty graft
and outright stealing. In July, 1662, he writes, “Then to Wool
wich, and viewed well all the houses and stores there, . . . and
then to Mr. Ackworth’s and Sheldon’s to view their books, which
we found not to answer the King’s service and security at all as to
the stores.” He did what he could, but changes naturally were
effected slowly. Later we read, “To the office, where Mr. Nor
man came and showed me a design of his for the storekeeper’s
books, for the keeping of them regular in order to a balance, which
I am-mightily satisfied to see, and shall love the fellow the better,
as he is in all things sober, so particularly for his endeavor to do
something in this thing so much wanted.”
But it was not until he had been in office eight years that real
progress was made. Then Francis Hosier, a muster-master,
acquainted him with a new system he had in mind. Pepys visited
him. “And I did go with him to his lodging, . . . and do find
him upon an extraordinary good work of designing a method of
keeping our Storekeeper’s Accounts, in the Navy.” Two months
17
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later he writes, “ . . . and after dinner, I with Mr. Hosier to my
closet, to discourse of the business of balancing Storekeeper’s
Accounts, which he hath taken great pains in reducing to a
method, to my great satisfaction; and I shall be glad both for the
King’s sake and his, that the thing be put in practice, and will do
my part to promote it.” Later, “ . . . and I did shew him
[the Duke of York] Hosier’s [method of balancing storekeepers’
accounts], which did please him mightily, and he will have it
shewed the Council and King anon, to be put in practice.”
Finally it was presented to the king. “ . . . and I attended
with Lord Brouncker the King and Council, about the proposi
tion of balancing Storekeeper’s Accounts: and there presented
Hosier’s book, and it was mighty well resented [sic] and approved
of.”
The following month a final entry closed the case as far as we
are concerned. “So I away, without seeing the Duke of York;
but Mr. Wren showed me the Order of Council about the balanc
ing of Storekeeper’s accounts, passed the Council in the very terms
I drew it, only I did put in my name as he that presented the
book of Hosier’s preparing, and that is left out—I mean, my name
—which is no great matter.”
A copy of this book is in the Pepysian library at Cambridge.
It contains 101 pages, vellum, with the royal arms in gilt, and with
gilt edges.
Pepys also introduced a new system revolving around a call
book, as he described it. It seems that this was a kind of pay-roll
book which gave a distribution of labor, indicating some attempt
at cost control. In a letter to the clerk of the cheque at Deptford
he writes, “Mr. Coventry and I rode yesterday to Woolwich
principally to advise with the master-shipwright and the clerk
of the cheque about the putting in practice this new way of mine
for the keeping your call-books; which we did, and doubt not its
good and satisfactory success, the master-shipwright promising
that himself or his foreman shall constantly attend to give notice
of the removal of every man from the work he was last appointed
to.” Later he tested the system and found it working correctly
for he writes, “ ... I am very highly pleased with our new
manner of call-books, being my invention.”
In the fall of 1662, Pepys began a thorough study of pursers’
accounts. “At my office all the morning, Mr. Lewes teaching me
to understand the method of making up Purser’s accounts, which
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is very needful for me and very hard.” Later, “So to my office,
and there till almost 12 at night with Mr. Lewes, learning to un
derstand the manner of a purser’s account, which is very hard and
little understood by my fellow officers, and yet mighty necessary.”
In a long letter to Sir Philip Warwick, secretary to the treasurer,
he told of practices which resulted in much fraud. He had one
man’s accounts to recommend highly, his friend John Evelyn,
who managed a hospital for sick and wounded seamen during the
second Dutch war of 1665. “ . . . for Mr. Evelyn . . . shewed
me his account of Gravesend, where for every penny he demands
allowance for, and for every sick man he hath had under his care,
he shews you all you can wish for in columns, of which I have here
for your satisfaction enclosed an example, which I dare say you
will say with me he deserves great thanks for.”
On another visit Evelyn gave him a ledger which was a hundred
years old, having been kept by his great grandfather when he was
treasurer of the navy. Pepys was very pleased with this gift
and considered it “a great rarity.” It is now in the British
museum.
Writing to Mr. Coventry, a friend and commissioner on the
navy board, Pepys shows with what thoroughness he attacked a
problem and gathered material, much as is done today in modern
research. “After much pains in my inquiries into the purser’s
trade, and therein collected a little volume of observation, I pro
fess myself at a perfect loss what to advise, having not at present
time to digest them so as to make any judgment, or inform you as
I ought, that you might do it. But before many days are over I
hope to compass it, and in the interim only say that I have no
expectations that there will ever be found, in so many persons as
we shall need, all the qualifications necessary to make the project
of cheques and stewards advisable. Something I have in chase to
offer, but am not yet master of it enough to call it my own, there
fore will bestow some more thoughts on it before I adventure to
make it yours.”
In several cases of which we have record Pepys, to settle a dis
pute or obtain an idea for his own work, searched old account
books. The Duke of York asked the comptroller and the surveyor
concerning pay to commanders. Pepys thought they answered
incorrectly and so a few days later he went to Deptford where
King Henry VIII had established a royal naval dockyard, “and
there among other things viewed old pay-books, and found that
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the Commanders did never heretofore receive any pay for the
rigging time, but only for seatime, contrary to what Sir J. Minnes
and Sir W. Batten told the Duke the other day.” In this in
stance in “about 100 pay-books we turned over we found not one
commander paid otherwise than by the express number of days
she entered into and ended sea victuals and wages (rigging time
being as expressly denied them): ...”
The following year he writes, “after dinner by coach with Sir G.
Carteret and Sir J. Minnes by appointment to Auditor Beale’s in
Salisbury Court, and there we did with great content look over
some old ledgers to see in what manner they were kept, and indeed
it was in an extraordinary good method, and such as (at least out
of design to keep them employed) I do persuade Sir J. Minnes to
go upon, which will at least do as much good it may be to keep
them for want of something to do from envying those that do
something.”
And again, “ ... to the Privy Seale at White Hall, where,
with W. Hewer and Mr. Gibson, who met me at the Temple, I
spent the afternoon till evening looking over the books there, and
did find several things to my purpose, though few of those I de
signed to find, the books being there in no method at all.”
There are many references in the diary to a certain Mr. Creed.
Little is known of the man except that before the restoration he
was in the service of Sir Edward Montague and that in 1662 he
was made secretary of the commissioners for Tangier. He and
Pepys liked the same things and were much together. But when
Mr. Creed became secretary of the commissioners for Tangier it
became Pepys’ duty to audit his accounts. From the beginning
there was trouble. “So we and Sir W. Batten to the office, and
there did discourse of Mr. Creed's accounts, and I fear it will be
a good while before we shall go through them, and many things we
meet with, all of difficulty.” Six months later it was apparent to
Pepys that many of the difficulties had been purposely manu
factured. “ . . . but I find Creed a deadly cunning fellow and
one that never do any thing openly, but has intrigues in all he do
or says.” And the next day, “ . . . but I am pleased to see with
what secret cunning and variety of artifice this Creed has carried
on his business even unknown to me, which he is now forced by an
accident to communicate to me.”
A little later still, and Pepys was tired of the whole affair. He
had tried to make Creed’s accounts presentable to the Duke of
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York and Sir G. Carteret. “I have of late spent so much time
with Creed, being led to it by his business of his accounts, but I
find him a fellow of those designs and tricks, that there is no degree
of true friendship to be made with him, and therefore I must cast
him off, though he be a very understanding man, and one that
much may be learned of as to cunning and judging of other men.”
On July 4, 1663, the accounts were reviewed by the Duke of York.
The treasurer, comptroller, surveyor and a commissioner attacked
them. Creed was able to answer all successfully.
Three years later Pepys was again auditing Creed’s accounts.
"... After dinner he [Creed] and I to our accounts and very
troublesome he is and with tricks which I found plainly and was
vexed at . . . ” Experience had made a better auditor of
Pepys.
A letter written to one of the commissioners, William Coventry,
in 1664, concerning accounting for expenditures made in foreign
ports shows how Pepys went about his work. He explains in this
letter that from time to time he had taken notes “upon the exami
nation of foreign accounts,” and he lists these. He suggests that
they may be of value when changes are contemplated.
A few of the points raised by Pepys in this letter follow:
“ Nothing is more familiar then to have boatswains, carpenters,
and gunners come home and (as far as the Surveyor can or they
will charge themselves) have their accounts passed and wages
paid before any advice of their foreign supplies is given us.”
These men should “give a security as the pursers do” until veri
fication of the expenditures is made.
An order by a boatswain or carpenter in a foreign port to pur
chase materials ought first be signed by the commander and
master so that “the necessity of each demand” is determined
before it is supplied.
Many orders are written in foreign languages “which the ac
countants have (upon demand) confessed themselves utterly
ignorant in.”
“Moneys are many times paid upon the demandant’s bare asser
tion of so much disbursed, without any receipt produced under
the hand of him to whom it was paid. From whence it may so
happen that upon producing such a receipt a while after (when the
particulars of a mixed account are out of our heads) a second
allowance may be obtained by another person for the same
service.”
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“Bills of exchange have been often drawn upon us from abroad
by Deputy Treasurers to the value of certain sums sterling for
pieces of 8 taken up by them, without mentioning the number or
price at which they were so taken, whereby through the difference
in exchange and our ignorance of the rate current at the time of
drawing those bills, we are rendered unable (at the accountant’s
coming home) to judge of the good or bad husbandry used by
them in that particular, but, on the contrary, are forced to admit
of what prices they please to put upon them.”
In May, 1669, Pepys petitioned the king for a leave of absence,
for his eyes were troubling him a great deal. In the diary he
constantly refers to the pain his eyes gave him, the first entry
being six years earlier. Several articles have been written con
cerning the probable cause of this trouble. He tried paper tubes,
green glasses, and glasses with “very young sights.” He
was also bled, and he took pills. But his eyes grew steadily
worse.
Pepys was granted a leave of absence, and before he left he
made the last entry he was ever to make in his famous diary.
“And thus ends all that I doubt I shall ever be able to do with my
own eyes in the keeping of my Journal, I being not able to do it
any longer, having done now so long as to undo my eyes almost
every time that I take a pen in my hand; and, therefore, whatever
comes of it, I must forbear . . .
“And so I betake myself to that course, which is almost as
much as to see myself go into my grave, for which, and all the
discomforts that will accompany my being blind, the good God
prepare me!”
No comprehensive biography has been written for Pepys. Per
haps more is known of his life for the ten-year period covered by
the diary than is known of any other man, but comparatively little
is known of the years following. During his leave of absence he
traveled in France and Holland and on his return resumed his
duties as clerk of the acts. In 1673, the Duke of York resigned as
lord high admiral because of the passing of the test act, and an
admiralty commission was organized to take his place. The king
was in charge of all meetings of the new commission, and Pepys
was appointed secretary of the admiralty. According to Tanner,
he immediately systemized the proceedings of the commission
and the routine of his new office and became an expert advisor on
all naval business.
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The admiralty commission was dissolved in 1679. Pepys was
not in sympathy with the new commission appointed to replace it
and so resigned. He remained in retirement until 1684. During
that period he was still on friendly terms with the king and with
the Duke of York. The admiralty commission of 1679 was dis
solved in 1684, and the king, until his death, filled the office of
lord high admiral, helped by the Duke of York. At the same time
a new office was created, that of “secretary for the affairs of the
admiralty of England” and Pepys was chosen to fill it. Two
years later a special commission “for the recovery of the navy”
was organized at Pepys’ suggestion. The commission of 1679 had
done its work poorly, and the Duke of York, who became King
James II following the death of Charles II in 1685, saw Pepys’
point of view. The new commission completed its work in
October, 1688, and was dissolved. It was replaced by a new
board of commissioners, acting much as the old board of com
missioners in office when Pepys first became clerk of the acts.
Pepys continued to fill the office of secretary until shortly after
the abdication of James II, when he was asked to resign because
of his friendship with the dethroned king. It marked the end of
his public career.
The following year, 1690, he published his Memories Relating
to the State of the Royal Navy of England for Ten Years, Determin'd
December 1688. It was a defense of the work of the special
commission of 1686 and denounced the admiralty commission of
1679-84. The document is interesting from an accounting point
of view because in it Pepys shows clearly his sense of the im
portance of accounts. His task as head of the special commission
had been to rehabilitate the navy. He lists five qualifications
which members of the new special commission should possess.
The second qualification is: “A General Mastery in the business of
Accounts, though more particularly those incident to the Affairs
of Your Navy.” The king granted the special commission an
allowance not to exceed £400,000 per annum. Pepys observes
that less than £310,000 yearly was spent “as the same stands
verify’d by the Accounts thereof in the Registry of the Navy, and
those Accounts (both as to Truth and Perspicuity) so digested,
justify’d, and (after the Close of each year) presented to the King
and his Treasurers, answering in every respect the Scope of the
Proposition, by distinct Reckonings exhibited therein of every
Species and parcel of Goods bought and spent, Artificer and Work
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man employ’d, Penny laid out, and Service perform’d (with the
Difference or Agreement in the Charge of every such Service with
its proper Estimate) as does not appear to have ever before been
seen in the Navy of England, but (through the single Industry and
peculiar Conduct of Mr. Hewer) is now remaining there, to shew
Posterity, that there is nothing in the Nature, Bulk, or Diversity
of Matters incident to the business of a Navy (even under the
circumstance of this) to justifie the so-long-admitted Pretence
of a Irreducibleness of its Accounts, to a degree of Order and Self
Evidence equal to the most strict of any private Merchant.”
The volume includes a large financial schedule as an insertion,
which shows in account form the transactions of the navy with
the exchequer during the life of the special commission. The
statement is easily understandable, even to one not versed in
accounts.
A. Edward Newton, in his A Magnificent Farce and Other
Diversions of a Book-Collector, describes the book as follows:
“The ‘Memoires Relating to the State of the Royal Navy of
England’ is a scarce book, with a fine portrait of Pepys after
Kneller, and, to be correct, must have a large folded plate giving
an account of the finances of the Navy with the Exchequer.
This plate, as the catalogue says, is ‘frequently lacking.’”
The New York public library, in its “rare book department,”
has a copy printed before publication, with Pepys’ corrections in
ink. The published edition contained these corrections.
The Memoires was part of a great history of the navy planned
by Pepys. He gathered many notes during his two periods of
retirement, but his work hardly got beyond that point. The
very first note he made was by way of reminder to himself. It
read: “Overlook the accounts of the Treasurers of the Navy that
are to be found upon record.” Another entry concerning
accounts reads as follows: “Consult the Auditors’ Offices for
what old sea-accounts can be come at, as the surest and most
extensive method of information to be used in our sea matters,
and particularly as to our eminent leaders and commanders
there.”
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Depreciation Based on Unit Cost
By A. W. Moser

During the last ten or fifteen years American business has
striven mightily to become a science. In harmony with this, the
twofold purpose of accountancy has found more and more
recognition and practical application. First, a record of past
transactions must be furnished, so that there may be clearly
established at any time the sums due a company by its debtors,
how much the company owes to creditors and what is the equity
of the stockholders or proprietors. These facts are periodically
brought out in the usual financial statements, reaching not only
the management, but also the stockholders and others. The
second purpose is to provide detailed information on certain
operating phases, destined for the management only, so that the
latter may be in a position, by properly interpreting the figures
and acting on the basis of conclusions thus reached, so to shape the
organization of the business, its financial and operating policies
and its sales and working methods, that the competitive parity of
the enterprise will be best maintained and greatest possible profits
and financial stability assured to the company. Accordingly,
accuracy of thought, analysis of available data and search for the
truth have become the aims of any progressive management.
While much progress, notably through the introduction of
budgetary control, has been accomplished in various directions,
there is nevertheless one element of cost whose manner of han
dling, in my opinion, has not participated to the same extent in
that development. This is depreciation of wasting assets.
This is a fertile subject for discussion, and one lending itself to
treatment from a number of angles. I shall, however, limit the
discussion to a consideration of the subject from that viewpoint
from which unit costs appear as an essential factor in determining
periodical depreciation charges. This is done by what is known
as the unit-cost method of depreciation. And even the sphere of
discussion thus defined shall be further limited to a study of the
main principles involved. At another time there may present
itself an opportunity to consider also certain questions that may
arise in the practical application of the method. The problem of
depreciation appears to be rather poorly treated so far as unit cost
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is concerned in the existing literature. Many works which give
it space contain theoretical misconceptions of importance. What
wonder, then, that the method is almost unknown in practice?
Any method of depreciation, to be worth that name, must in
the first place fulfill the one condition that, if properly carried out,
the periodical charges shall reach by the end of the normal service
life of the depreciating asset a total equal to the total amount to
be written off, which ordinarily is the original cost less final scrap
value.
Under all ordinary methods of estimating depreciation the
attempt is made to accomplish still another thing, namely so to
distribute the depreciation burden over the useful life of the asset
that as good as possible an approximation to actual operating
results may be obtained. For this purpose, much stress is often
laid on knowing the actual course of depreciation, and extensive
investigations to that end have been made. While these are
valuable in many respects, their application in those methods
does not portray a correct or interpretable picture. Take as an
extreme case that of a plowshare: In the first year, assume that
it is being much used, and there is little depreciation; in the second
year, being left idle, it is rusting away. If the actual course of
depreciation were the deciding factor, the second year would have
to bear the major part of the depreciation, although the asset had
not performed any service in that period. Hence it appears that
charges according to depreciation’s actual course are not neces
sarily the proper ones.
Next let us consider the analytical basis of depreciation meth
ods, such as the straight-line method, the reducing-balance
method and others. With the possible exception of the produc
tion method, they do not contain any element which relates the
periodical charges they furnish to the actual course of deprecia
tion. They fix in advance a certain sum to be regularly charged
to depreciation account, without regard to actual experience in
the course of the asset’s usefulness. Neither do they show how
and to what extent to take into consideration, at the moment of
setting up the periodical charges, variations in operating intensity.
Yet the fact that times of depression alternate with periods of
feverish activity is a common phenomenon. Thus it will be seen
that even in case of the actual run of depreciation being known
there would be little gain in the way of increased accuracy of
results.
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It is true that wear and tear from use is normally to a larger
extent the effective depreciation than was indicated in the
example of the plowshare. Efforts are made frequently to
determine how much of the depreciation is due to the cause just
named, that is to operation, and how much to the action of time
and elements, so that through adjustments some better alignment
between operating intensity and temporal distribution of de
preciation may be reached. This would mean, in the first place,
that the adopted depreciation method could not be integrally fol
lowed through, which in itself may be of little consequence.
More serious, however, is the question as to the fitness of the ele
ments used for making the adjustments. As pointed out before,
to rely on a somehow determined course of depreciation, to what
ever cause this may be due, will not necessarily furnish results
that are most proper and, above all, to the best interest of the
business concerned over a long term.
On the other hand, basing depreciation on unit cost automati
cally takes care of all the incongruities that go with other methods
and to cope with which these prove inadequate. More may be
said, however, in favor of the unit-cost plan. This is also the one
whose results, as will be seen later, are definitely related to
production and cost of production, whereby important managerial
information is obtained.
Because of the more accurate results obtainable, there implicitly
follows also a more accurate valuation of assets and consequently
of the worth of a given enterprise.
Let us now consider briefly one or two of the main objections
that are usually directed at the plan of basing depreciation on unit
cost, before proceeding further with the chosen thema. One of
them is that the depreciation estimate in a given case is at the best
based on so many unknown and unknowable elements that
refinements of computation and method lose something of their
value.
To this I answer with an attempt to outline a plan that compre
hensively and systematically is based on quantity of output and
quantity of costs, the two essential elements making for success
or failure of a business. No other method does that. Also we
need not be satisfied with depreciation estimates only, but can get
true figures, as actual output and costs of operation may dictate.
In this plan, nothing is borrowed from or based on any other
plan of depreciation. It is standing on its own feet, so that
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it really amounts to more than a refinement of computation
and method.
It will become apparent, too, that many elements entering into
the plan, even if appearing as rough estimates only, will not ap
preciably distort the true picture. An error in estimated figures
of say 100 per cent., for instance, may cause an error of less than
10 per cent. in the results, consisting in a corresponding shifting
of the burden from one period to another or others. If the burden
correctly allottable to a given period be 1,000, for instance, and
certain estimated figures are incorrect to the extent of 100 per
cent., the actual charge for that period may result in 900, for in
stance, while in another period the actual charge may be 1,200
instead of 1,100, the correct amount. This illustrates an extreme
case, however, and yet the estimated error can hardly be con
sidered as important. Normally, a much closer estimate of those
certain figures is possible with more insignificant errors in results.
Another criticism of the method is raised on the ground of its
more complicated nature, not so easily understood by the layman.
This is true to a certain extent. More important than this mere
circumstance in any given case, however, is the question as to
whether the possible gain in results justifies a somewhat more
elaborate procedure. As a general rule, one is the more inclined
toward an affirmative answer to this question, when confronted
with specific facts, the greater are a company’s wasting assets in
relation to its total assets. Thus, manufacturing concerns with
expensive operating units, real-estate companies and so on will
probably fall within that category. The topic also is reminiscent
of the times when double-entry bookkeeping was about to super
sede the single-entry system: it looked more complicated, but
promised and did bring better results, and so won its way.
Similar experiences have attended the introduction of cost
accounting systems.
Consequently, the question of distributing depreciation in ac
cordance with the unit-cost method resolves itself, too, into a
query as to the advantages. To this, the reader will find his own
answer when reading the following. In order to prove the claims
put forth, I found it unavoidable to use some mathematics; but
this should not be a deterrent to giving the subject a fair hearing.
For the successful application in practice fewer mathematics are
needed; it is imperative, however, that the principles involved be
well understood and strictly followed.
28

Depreciation Based on Unit Cost
Experience teaches that despite all care the time does come
when it is no longer possible or advisable to continue the use of
a building, a piece of machinery or equipment, etc. The cor
responding losses, as far as they can not be compensated through
current repairs, are called depreciation. In order to have them in
their financial effect distributed more or less evenly over the useful
life of the depreciating asset, a common practice is regularly to
set aside sums, called depreciation or replacement charges, and to
accumulate these sums as a reserve for depreciation. The book
value of an article at any time is then its cost less the value of the
accumulated depreciation charges. The wearing value of an
article at a time given is understood to be its book value less the
salvage or scrap value, while the total wearing value is its cost less
final salvage value and is equal to the sum of the yearly deprecia
tion charges.
In dealing with the depreciation of any productive property,
there is not alone the question of distributing the charges in some
way over its lifetime to be considered, so that the capital invested
in the property can be returned when it has outlived its usefulness
—a point of even greater importance that should be kept in mind,
and to which the final replacement of capital is really subordi
nated, is the principle of productive or competitive parity of an
enterprise with respect to others of the same kind. As long as
this parity is maintained, the capital invested is safe, other
things being equal. If the productive parity is impaired, the in
vestments in the property are not necessarily safe, as situations
are easily conceivable and do arise in practice where, for instance,
too small depreciation charges in the early years result in an undue
burden for later periods, thus cutting into profits or making
profitable competition entirely impossible. This consideration is
the weightier, of course, the greater the proportion of wasting
assets of an enterprise to its total assets.
Competitive parity on the part of an enterprise requires, in
substance, that the latter be able to produce a unit of output or
unit of service at any time as profitably as any rival can produce
it. As far as the influence of depreciation goes, it must be
avoided, that the corresponding charge be neither unduly low at
one time and unduly high for another period, or vice versa; and
that end is attained when the book value of a property is dimin
ished by depreciation charges from year to year to such an extent
that the unit cost of its output is at any time the same as for a
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new unit of property that could be found to replace the given one.
This expresses the principle of the unit-cost method of deprecia
tion. In other words, it treats the depreciation of a given service
unit at any stage of its service life as the difference in worth of two
units which would perform the same service at the same total cost
per unit of service, one having an estimated service life equal to
the total estimated service life of the unit under consideration,
and the other an estimated service life equal to the estimated re
maining service life of the unit. On this principle, the question of
how depreciation progresses with time is translated into a function
of production conditions, into which enter the two essential ele
ments: quantity of output and quantity of costs.
The unit-cost method of depreciation has been described as
the soundest plan of depreciation which, when applied with
intelligence, furnishes the true measure of accrued depreciation,
and it also reflects in its periodic charges the varying intensity of
service to a much higher degree than any other depreciation
method. In its application, however, difficulties are encountered
on account of involved mathematical processes that so far have
interfered with any great practical value.
Nevertheless, the fact that the method is one of the soundest in
principle should be incentive enough for attempting to “put it on
a better working basis.” Such an attempt is made in the follow
ing paragraphs, where as successive steps I shall describe:
(a) Exact formulas with example;
(b) Simplified formulas with example;
(c) Procedure for certain adjustments;
(d) Treatment of obsolescence;
(e) Analysis of other depreciation procedures and compari
son with the unit-cost method.
Mathematically, the problem is usually stated as follows:
If C = first cost of new machine;
N = number of years of useful life;
O=annual operating expenses including repairs;
Y=n umber of units of output per annum;
5 = scrap value;
i= current interest rate;
amount of an immediate annuity of 1

unit a year, payable at the end of each
year;
ar;
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Then the average cost of a unit of service or a unit of output is
C

If there is a scrap value, C should be replaced by
Using lower case letters to represent the same quantities with
reference to an old machine, there will result as average unit cost

If now, according to the principle underlying the method, the
It
unit cost of output must be the same for the two machines, the
two equations may be equated and solved for c, the value of the
old machine. The accrued depreciation on the latter would then
amount to C—c. At this point, however, attention need be called
to a few details which will make it clear that the expressions for X
and x derived above do not correctly formulate the conditions of
the principle in question and that proceeding on the basis indi
cated would possibly lead, as soon as N>1, to erroneous conclu
sions and results. This has been brought forth by J. S. Taylor
in a paper entitled “Statistical study of depreciation, based on
unit cost.”
Making the book value of an article at the end of each year that
value which would make the unit cost of production the same as
for a new machine implies the existence of the following equations,
where the digits 1, 2, 3 . . . r designate the successive years of
service life.
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If now a value c be obtained from the expressions for X and x
for a machine that had been in use one year and whose first cost
was C, the depreciation charges for each of the N—1 remaining

years would amount to

while the original depreciation

schedule was based on an annual charge of

Hence an ad

justment will be necessary, if not by change

or a de

ficiency in the accumulating reserve for depreciation may result.
This is not all, however. The same value c should also satisfy
the equations as indicated for the subsequent years. For that

purpose it would be necessary that for each such period
and that the O's and Y’s stand in some fixed relation to
the o's and y's. This would be a case of rare coincidence which
may indeed never happen and may be dismissed as practically
non-existent. Furthermore, the unit cost having been obtained
on the assumption that the annual depreciation charge would be

and the annual interest charge Ci, a change of these quantities

would mean that the average unit cost as derived for the unit
new was incorrect, so that the whole basis of comparison is vitiated
and the method in the form as presented is liable to lead to
fundamentally wrong conclusions and to impairment of capital
invested.
The concept of a property to be so depreciated that the total
depreciation at a given moment is its first cost C minus c, where c
has such a value as to make the unit cost of production under the
existing economic conditions the same as when the property was
new, clearly indicates that the periodical depreciation charges
can not be fixed ones, but must vary, depending on the operating
expenses, quantity of output and scrap value for each year.
Only then will it be possible to distribute the charges, from the
point of view of a going concern, so that each unit of output will
bear its just proportion of the burden.
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Using in addition to the symbols earlier indicated,
Br=C—D1— D2— . . . — Dr-1 = book value during rth year,
Ir = iBr = interest charge for rth year,
Wr= C—S
r= wearing value if the article is used r years,

the unit cost for the rth year is expressed by

Besides operating and labor costs, 0r may be made to include
such expenses as insurance, a part of the overhead, etc., according
to the nature of the problem to be solved.
It will usually be desirable to have the unit cost kept constant
over the life term of an asset, so that

These equations together with the one
D 1+D 2 +D 3+ . . . Dn=Wn

(b)

give a total of n equations in the n unknown quantities Di, D2, D3,
. . . Dn. The I’s are unknown, too, but functions of the D’s,
namely
I1 = Ci
I2= i = i( C-D1) =I1 — iD1
I3 = iB3 = i(C-Di—D2) = I2 —iD2, etc.
Ir= Ir-1- iDr -1

(c)

From equations (a) follows

XYr = Or+Ir+Dr, or Dr = XYr-Or-Ir
and from this and (b)

D1 =XY1 -O1 -Ci
D2 = XY2 — O2—I2=XY2 — O2—i(C—D1),
D3 = XY3-O3-I3 = XY3-O3-I2+iD2
= (Y3+iY2)X-(O3 + iO2)-i(l+i)(C-D1).
Proceeding in this manner, expressions for Ir and Dr, correct for
all values of r>2, will be obtained in the following form:
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Thus Dr is expressed in terms of D1 and constants.
Substituting the values for D2, D3, . . . Dr in equation (b)
gives, after properly collecting terms,

and substituting in the above

Considering that

the value for
obtainable from relation (a), namely D1 = XY1O1 —Ci, then as value for X will finally result

1

The condition being that the unit cost be the same for each year
of useful life of a given asset, it is necessary to consider that life
period as a whole and to determine n so that X, the unit cost,
shall become a minimum for the n years. This result may be
simply obtained by computing X from formula (2) separately for
n = l, 2, 3 . . . etc., until that state is reached where X, after
having decreased for a certain number of years, begins to increase.
The general procedure of applying this rule and formula (2) will
be made clearer by a study of an illustrative (hypothetical) prob
lem in the course of which it may be noted, too, how advantage
can be taken of a result obtained for computing the next one in
order considerably to reduce the labor involved.
Let be C= $10,000, first cost of an equipment, i = 5%, and the
annual operating costs, units output and scrap values as indicated
in the table below:

Year
1
2
0........................... 4000 4100
Y........................... 1000 1000
5......................... 7000 5500

3
4
5
4250 4500 4700
950 1000
900
4000 2800 1900
34

6
7 ,
5500 6500
700 500
1200
600

Depreciation Based on Unit Cost
The first step required is to determine the average cost if the
equipment is used one year, 2 years, 3 years, etc.
If used one year only

If used 2 years only

If used 3 years

If used 4 years

If used 5 years

If used 6 years

If used 7 years
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With the data as given, it will be observed that n = 5 yields the
least average unit cost. The corresponding value of X = 6.439195
will therefore be used to compute the annual depreciation charges
by means of the relations
and

Ir= Ir-1 - iDr-1
Dr = XYr—Or—Ir.
D1 = 6.439195X1000-4000-500 =
A = 6.439195 X1000 - 4100 - 403.05 =
A = 6.439195X 950-4250-306.24=
D4 = 6.439195 X 1000 - 4500 - 228.19=
D6 = 6.439195X 900-4700-142.64=
Total

1939.20
1936.15
1561.00
1711.01
952.64
$8100.00

The results may be checked by inserting the value obtained in
formula

For each year, X must and will become the same, namely the
minimum 6.439195. For instance

It might be argued that in order to simplify the mathematical
part of the procedure, the element of interest should not be in
cluded in the calculations, in which case as unit cost for the rth
year will result

and as average unit cost, if the property is used n years,

into which merges equation (2) if there i = O, i.e., the unit cost is
equal to the total operating costs for n years plus the wearing value,
divided by the total number of units output. The depreciation
charge for the rth year is then given by
Dr = XYr -Or.
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Testing formula (3) by applying it to the preceding problem
requires again as first step the determination of n for which X
assumes the lowest value.
If the equipment is used one year only

The unit cost as thus derived shows an appreciable difference from
the correct value, with the least value for n = 4 instead of for n = 5.
It would appear, therefore, that where greater accuracy is de
sired, the interest should be included. (It should be well under
stood that the interest only enters into the calculations as a con
stant and that it does not form any part of the depreciation burden
itself; neither do all the items making up (?.) The problem pre
senting itself, then, is to express the interest charges by some
simple function which will give a yearly interest on the book value
as near as possible to the true values. Such a function is for
instance

(4)

(5)
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(6)

Equations (5) and (6) prove, so far, to be simpler than (2) as
all multiplications with an interest factor are eliminated. The
results they furnish will naturally not turn out quite as accurate,
although satisfactory for probably all practical purposes.
Submitting formula (5) to a test by applying it to the already
known illustration, the following results are obtained:
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etc.

That is, Xi = X2= . . . X5, in accordance with the problem set.
(To be continued)
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Making the Audit Constructive
By U. S. Greene
The principal purpose of the ordinary audit, as every account
ant knows, is to analyze accounting data and determine correct
operating results for the period under review and the financial
condition at the close of the period. This can be, and often is,
accomplished in a very satisfactory manner from accounting
systems that are decidedly imperfect in a number of respects, al
though it is generally more difficult in such circumstances.
Frequently the auditor who is making an examination is con
tent to analyze accounting records and financial data and satisfy
himself as to the accuracy of results which he embodies in state
ments, but he gives little or no thought to the question of making
any constructive recommendations for simplifying or improving
the accounting system and office procedure of his client.
Obviously the client is generally unaware of such overlooked
opportunities on the part of the auditor. But in a large propor
tion of cases where well considered recommendations are made to
the proper executives, they are heartily welcomed, and the client
is gratified by the realization of the fact that the auditor is alert
and competent, and that he is receiving constructive, efficient
assistance and not merely a routine, mechanical audit.
In some cases the combined force of inertia and lack of confi
dence in his own ability on the part of the head of the accounting
department of an organization will operate to make it difficult,
or even impossible, for the auditor to obtain prompt adoption of
the most constructive recommendations. But this should not
deter the auditor from being alive to such opportunities and
making recommendations for simplifying and improving the
accounting system and procedure in every case where the oppor
tunity arises. It seems so apparent that it hardly requires par
ticular emphasis that before any recommendations are made each
one should be carefully considered to be certain that it represents
a real improvement and not merely a different method of ac
complishing required results. And the improvements should be
of sufficient importance to justify their being made.
There are certain principles which seem fundamental in making
recommendations for revising an accounting system. There are
few organizations which have been operating a number of years
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that have not developed some efficient methods which can be
retained to advantage, and the competent auditors like to utilize
and give credit for the parts of an accounting system in use which
produce results in an efficient manner. The heads of the ac
counting departments of some organizations have not reached
such a state of detached perfection that they can appreciate
having an accountant tell them in a patronizing manner that
their accounting system is grossly inefficient and futile. In
other words, it is quite possible to make perfectly proper recom
mendations in such a manner as to be certain in advance that they
will be rejected or strenuously opposed.
It is true that systematizing is constantly becoming more of a
specialty, and the auditor might consider this question as being
somewhat out of his province and leave it to the cost or system
department of the organization. In some cases this is doubtless
advisable; but the diligent and able auditor will not neglect to
take the initiative in seeing that such opportunities are not passed
by without receiving proper consideration. This is more im
portant than routine, mechanical checking of every general
ledger posting, which in most cases might properly be limited to
test checking of some accounts.
A few personal experiences will be related for the purpose of
illustration.
In the case of one corporation operating eight branches, about
forty operating expense accounts were maintained. The general
ledger accounts for all branches were kept at the home office.
The complete classification of accounts was kept for each branch,
making the total number in excess of three hundred accounts.
A distribution ledger (see figure 1) was designed, with columns
for totals and additional columns for each branch. This per
mitted the recording of all items of the same nature, e.g., taxes on
real estate, for all branches on one distribution-ledger sheet in
stead of having eight separate accounts for items of the same
nature. From this, monthly trial balances can readily be taken,
and operating and financial statements can be prepared in total
as well as for branches. This was enthusiastically adopted, and
has accomplished everything that the old method did, with a
considerable saving of time and effort.
A company which started on a very small scale grew to sub
stantial proportions, but it still retained a number of the practices
which were quite satisfactory in its early years, but were later
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inadequate and inefficient. About one thousand cheques were
drawn each month and cheque stubs were written with complete
explanations, from which entries of the cheques were made in
the cash-disbursements book. It was suggested that the use
of the cheque stubs could be discontinued and the entries made
on the cashbook direct when the cheques were drawn. This
eliminated a considerable amount of useless detail work.
In another case where there were several hundred, each, of
accounts receivable and accounts payable, the taking of monthly
trial balances was made unnecessarily laborious by not having
control accounts. This did not affect the work of the auditor
because the trial balances were completed before his work was
started. But the adoption of the controlling accounts as recomDISTRIBUTION LEDGER
__________________ Account

mended obviously saved the bookkeeping department a lot of time
afterward in taking trial balances.
Cash received and paid was posted net to customers’ and cred
itors’ accounts, and discounts allowed and taken were posted
separately instead of in the gross amounts. With several hundred
active accounts the method used involved a deal of additional
posting, without yielding enough benefits to justify it. The prac
tice of posting gross amounts was recommended by the auditor
and was adopted, with a resulting saving of much work.
A practice of accepting a number of notes every month to close
accounts receivable is followed by one company. These were
entered in an ordinary two-column journal and posted individu
ally. Numerous credits for interest income were posted sepa
rately. A journal with more than two columns and the posting
of monthly totals were recommended and adopted to advantage.
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On the cashbook of one company which carried two bank ac
counts, all receipts deposited in both banks were entered in one
column, and all cheques drawn on both banks were entered in
one column without having cheque numbers recorded; and the
entries were not in sequence. This method did not lend itself
readily to the reconciliation and verification of the accounts with
the banks. Since accounts were carried with only two banks, a
separate column was recommended for each bank, and a column
for entering cheque numbers. This naturally simplified bank
reconciliations.
Analysis of insurance policies shows fairly often either inade
quate or excessive insurance protection, e.g., $150,000 coverage on
a $300,000 building, or $500,000 insurance on an inventory of
$400,000. Calling such discrepancies to the attention of the
management for correction is generally welcomed.
It is ordinarily advisable to prepare schedules of fixed assets and
depreciation in order to avoid overdepreciation and underdepre
ciation. The form illustrated by figure 2 has been found satis
factory.
In the case of intangible assets, such as patents, which are gen
erally amortized by direct credits to the accounts instead of having
reserves set up, the use of the form illustrated in figure 2, or a
similar form, will prevent inadequate depreciation, i.e., a deduc
tion based upon diminishing balances.
It is generally desirable to discard the alphabetical arrangement
of general-ledger accounts and adopt a chart of accounts arranged
in the order of standard forms of statements, such as those recom
mended in the federal reserve bulletin entitled Verification of
Financial Statements. A skeleton outline of a chart of accounts
which is used satisfactorily in a number of cases is as follows:
1. Assets
11. Current assets:
111. Cash
112. Etc.
12. Fixed assets:
121. Land
122. Etc.
13. Deferred assets:
131. Unexpired insurance
2. Liabilities
21. Current liabilities:
211. Notes payable
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Description

4

8
10
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Dec. 31

1930

Balance ..................................................

Fully depreciated .....................................

Studebaker coupe ......................................
4 Ford coupe .................................................
26 Chevrolet truck ........................................
31 Fully depreciated .....................................
31
Balance ..................................................

Mar.
May
June
Dec.
Dec.

7

3 Chevrolet tru ck .........................................
8 Ford coupe .................................................

Balance ..................................................

Feb.

1929

Dec. 31

3
1928

Dec.

825.00
600.00
1,300.00
575.00
800.00

(B)

(D)

(C)

1,400.00
1,250.52
2,752.60

4,200.52
1,550.00
2,650.52

3,350.00
857.30
2,676.05

375.00
2,429.17
4,207.30

2,804.17

F igure 2

5,075.00

1,400.00

8,025.00
1,550.00
6,475.00

3,925.00

3,350.00

975.00
750.00 (A)

7,050.00

Dec. 31 Fully depreciated .....................................

Dodge coupe—cost ..................................
Chevrolet truck —traded in ...................

1.400.00 (D)

Reserve
for Dep.

$5,650.00 $1,275.00

7,275.00

1

1

Buick coupe ..............................................

(B)
(B)
(B)
(C)
(C)

Total
Assets

Balance ..................................................

Mar.
Mar.

1927

Aug. 31

1926

Jan.
(A)

Additions

Chevrolet coupe ....................................... $ 750.00
Dodge coupe ............................................. 1.000.00
F o rd tru ck ................................................
850.00
Studebakercoupe .....................................
1,500.00
Feb. 15 Ford coupe ...............................................
600.00
June 30 Chevrolet tru ck ........................................
950.00

1925

Date

Automobiles and T rucks
Depreciation Rate 25%
1926
1928

116.67

203.13

350.00

243.75

350.00

250.00 $ 250.00 $ 250.00
212.50
212.50
212.50
375.00
375.00
375.00
150.00
150.00
150.00
237.50
237.50
237.50

1927

1930

189.06
137.50
270.83
95.83
100.00

243.75

206.25
150.00
325.00
143.75
200.00

243.75

350.00 $ 233.33

118.75

$ 18.75

1929

$1,275.00 $1,529.17 $1,778.13 $1,818.75 $1,524.47 $1,502.08

250.00
212.50
375.00
131.25
118.75

$ 187.50 $ 187.50

1925
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3.

4.
5.
6.
7.

31. Fixed liabilities:
311. Mortgage payable
Net Worth
31. Capital stock:
311. Capital stock—preferred
32. Surplus
Trading accounts
General expenses
Financial income
Financial expense

A general ledger kept substantially in accordance with this
outline lends itself more readily to the preparation of financial and
operating statements than one arranged in alphabetical order.
Most of these recommendations were made in cases which had
been examined for a number of years by competent auditors who
had prepared apparently accurate audit reports; but these con
structive opportunities had been overlooked or neglected. The
incidents cited are merely a limited number illustrative and
suggestive. They do not purport to cover any exhaustive range.
There are innumerable possibilities which the alert, efficient
auditor can discover.
Voucher systems, columnar books and machine bookkeeping
are great savers of time and labor when properly used. The
auditor should be diligent to take advantage of these and other
facilities, and to promote efficiency whenever an opportunity
occurs.

45

American Institute of Accountants
TRIAL BOARD
The council of the American Institute of Accountants sitting as a trial board
in the Chamber of Commerce of United States at Washington, D. C., on Mon
day April 13, 1931, heard charges preferred by the committee on professional
ethics and adjudicated them as follows:
A member of the council and his partners were charged with having sent a
letter and pamphlet containing an address by one of the members of the firm
to a bank which was not a client of the firm. The senior partner of the firm
appeared before the trial board on behalf of himself and his partners. He
expressed himself as out of sympathy with the Institute’s rules against ad
vertising and solicitation.
The trial board unanimously resolved that the members be found guilty
and that they be reprimanded and required to refrain from any further acts
such as that which was the subject of complaint.
Two members practising in partnership were accused of having published
advertising matter contrary to the rules of the Institute and of displaying
window signs which were offensive to good taste. Both members were found
guilty. One, who had previously been accused of offences against the rules
of conduct, was suspended for a period of six months. The other member
who had not previously offended and had promised to refrain from such
practices in the future was reprimanded and discharged.
William C. Rion, an associate of the Institute, of Columbia, South Carolina,
was accused of advertising and refusing to conform to the requirements of the
committee on professional ethics. The defendant was found guilty and sus
pended from the Institute for a period of six months.
Ferdinand W. Lafrentz, Charles S. McCulloh, Arthur F. Lafrentz, Harry
M. Rice and J. Arthur Marvin were charged with a breach of the rules of
professional conduct by preparing and certifying a statement omitting facts
which amounted to failure to put prospective investors on notice in respect
of essential and material facts not specifically shown in the balance-sheet
which was the subject of the statement. The members concerned appeared
before the trial board and answered the charges preferred against them.
After a full hearing the trial board found that the rules had been violated,
and ordered that the members thus charged be reprimanded.
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[Note.—The fact that these answers appear in The
ancy should not cause the reader to assume that they

Journal of Account
are the official answers
of the board of examiners. They represent merely the opinions of the editor
of the Students' Department.}

Examination in Accounting Theory and Practice—Part I

May 14, 1931, 1:30 P. M. to 6:30 P. M.
The candidate must answer all the following questions.
No. 1 (35 points):
From the following information, prepare
(a) Balance-sheet as at December 31, 1930;
(b) Statement of operating surplus for the year, showing as specific items
the provision for federal income tax and the manager’s bonus.
The balance-sheet of the Alpha Corporation, as at December 31, 1929, was
as follows:

Assets
Current assets........................................................
Deferred charges...................................................
Fixed assets—at cost:
Land...................................................................
Buildings............................................................
Machinery and equipment................................

$2,000,000
5,000,000

Less, Reserve for depreciation..........................

7,000,000
650,000

Goodwill.................................................................

$ 4,000,000
50,000
300,000

6,350,000

1,000,000

$11,700,000
Liabilities
Current and accrued liabilities.............................
Funded debt..........................................................
Capital stock:
Six per cent. cumulative preferred—30,000
shares of $100 each (redeemable at 110)... .
Common—70,000 shares of no par value........
Surplus...................................................................

$ 1,700,000
3,500,000

3,000,000
2,000,000
1,500,000
$11,700,000

The following data relate to the transactions for the year ended December 31,
1930:
The fixed assets were adjusted to the values as appraised at January 1, 1930,
as follows:
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As appraised

Land............................................ ...
Buildings......................................
Machinery and equipment.........

Reproduction cost
$ 350,000
2,200,000
5,500,000

Accrued
dep’n
$250,000
600,000

Sound
value
$ 350,000
1,950,000
4,900,000

$8,050,000

$850,000

$7,200,000

Before providing for income tax, managers’ bonus and depreciation, at the
rates given below, the operations for the year resulted in a profit of $1,000,000,
accounted for as follows:
Increase in current assets...........................................
Increase in current and accrued liabilities, including
interest and preferred dividend for half year to
December 31, 1930..............................................

Dividends on preferred stock.....................................
Retirement of preferred stock....................................
Addition to plant—
Buildings..................................................................
Machinery and equipment......................................

$360,000

325,000 $

35,000

165,000
550,000
50,000
200,000

250,000
$1,000,000

The manager is entitled to a bonus of 5 per cent. of the net profit after charg
ing all costs and expenses, including the bonus and income tax.
Provision for depreciation is to be made at the following rates:
Buildings................................................
Machinery and equipment....................

2 per cent. per annum
5 “ “
“
“

Disregard depreciation on the additions, which were completed toward the
close of the year.
Five thousand shares of preferred stock were called and retired on July 1,
1930.
Solution:
The profit for the year 1930 before providing for income tax,
manager’s bonus and depreciation, as given in the problem,
amounted to.............................................................................
$1,000,000.00
which should be reduced by the depreciation for the year. ..
290,000.00
Profit, before income tax and manager’s bonus.....................

$

710,000.00

The amount of the income tax and manager’s bonus may be determined
readily by the use of rather simple algebra.
Let B = the bonus
And let T = the tax
Since the bonus is 5% of the profits after the tax and bonus are deducted as
expenses,
5 = 5% ($710,000—B— T)
And since the income tax is 12% of the profits after the bonus is deducted,
T=12%($710,000-5)
or T =. 12 ($710,000 — B)
or T = $85,200-.12B
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Solving for B:

B= .05 ($710,000-B-T)
or B = $35,500-.05 B-.05 T
or B+.05 B =$35,500-.05 T
1.05 B = $35,500-.05 T
Substituting the value of T expressed above (T = $85,200— . 12 5) we have:
1.05 B= $35,500-.05 ($85,200-. 12 B)
Removing the parenthesis and changing signs:
1.05 B = $35,500-$4,260+ .006 B
1.05 B-.006 5 = $35,500-$4,260
1.044 B =$31,240
B = $29,923.37
Solving for T:
T=$85,200-. 12 B
or 7 = $85,200-.12 ($29,923.37)
or T = $85,200 -$3,590.80
or T = $81,609.20
Proof:
Computation of tax:
Net profit before income tax and bonus............................. $710,000.00
Deduct bonus.........................................................................
29,923.37
Taxable net income.............................................................. $680,076.63
Multiply by rate...................................................................
12%
Tax........................................................................................ $ 81,609.20
Computation of bonus:
$710,000.00
Net profit before income tax and bonus.........................
Deduct:
Tax.............................................................. $81,609.20
111,532.57
Bonus..........................................................
29,923.37
Profit subject to bonus......................................................... $598,467.43
Multiply by rate................................................................... _________ 5%
Bonus.................................................................................... $ 29,923.37
The amount of the bonus and income tax may also be ascertained by the trial
and error method which is shown in the following table of repeated approxi
mations. The first guess of the amount of the bonus may be based upon 5%
of the profit before bonus or tax. It will be noted that the $35,500.00 is cor
rected to $29,907.62 in the first approximation.
TABLE OF REPEATED APPROXIMATIONS

Computation of tax:
Net profit before
bonus............
$710,000.00 $710,000.00 $710,000.00 $710,000.00
Deduct bonus ....
35,500.00
29,907.62
29,923.28 29,923.37
Remainder...........
$674,500.00 $680,092.38 $680,076.72 $680,076,63

Tax 12% thereof.

$ 81,940,00 $ 81,611,09 $ 81,609,21 $ 81,609,20
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Computation of bonus:
Bonus if tax and
bonus were not
expenses.......
$ 35,500.00 $ 35,500.00 $ 35,500.00 $ 35,500.00
Deductions for tax
—5% of last
estimate..........
4,097.00
4,080.55
4,080.46
4,080.46
Remainder— 105 %
of bonus.......
$ 31,403.00 $ 31,419.45 $ 31,419.54 $ 31,419.54

Bonus—100%.

$ 29,907.62 $ 29,923.28 $ 29,923.37 $ 29,923.37

EXPLANATORY ADJUSTING ENTRIES

(1)
Land....................................................................... $ 50,000.00
Buildings...............................................................
200,000.00
Machinery and equipment.................................... 500,000.00
Reserve for depreciation.......................................
650,000.00
Reserve for depreciation—buildings.................
$ 250,000.00
Reserve for depreciation—machinery and equip
600,000.00
ment ...........................................................
550,000.00
Unrealized surplus arising from appraisal ....
To give effect to the appraisal values of
fixed assets as of January 1, 1930.

Dif
Appraised
Per books values
ference
Asset
$ 300,000 $ 350,000$ 50,000
Land
2,000,000 2,200,000 200,000
Building
Machinery and
5,000,000 5,500,000 500,000
equipment

Total

$7,300,000 $8,050,000 $750,000

Depreciation
reserves:
$
Building
Machinery
and equipment

Total
Net
Unrealized
surplus

Total

250,000

$650,000
250,000 *

600,000

600,000 *

650,000 $

$

650,000 $ 850,000 $200,000

$6,650,000 $7,200,000 $550,000

550,000 *

550,000
$7,200,000 $7,200,000

*Credits
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(2)
Current assets........................................................ $360,000.00
50,000.00
Buildings................................................................
Machinery and equipment.................................... 200,000.00
Six per cent. preferred stock................................. 500,000.00
Surplus:
50,000.00
Premium paid on preferred stock retired........
Dividends on preferred stock............................ 165,000.00
325,000.00
Current and accrued liabilities......................
Surplus—(profit for the year before deprecia
1,000,000.00
tion, manager’s bonus and income tax). . .
To record the profit for the year and the
resulting changes in the balance-sheet arising
therefrom.
(3)
Surplus (depreciation on buildings)..................... $ 40,000.00
Surplus (depreciation on machinery and equip
250,000.00
ment) ..............................................................
Reserve for depreciation:
$ 40,000.00
Buildings.........................................................
250,000.00
Machinery and equipment............................
To provide for depreciation on the cost of
depreciable fixed assets for the year.

DepreCost at
Annual ciation
Asset
Dec. 31, 1929 rate provision
$ 40,000
Buildings.......... . $2,000,000 2%
Machinery and
250,000
5,000,000 5%
equipment...

Total..........
. $7,000,000

$290,000

(4)
Unrealized surplus arising from appraisal............
Reserve for depreciation:
Buildings.....................................................
Machinery and equipment............................
To write off depreciation on the apprecia
tion over cost of the fixed assets.

AppreciaAsset
tion
Rate
Buildings........... $ 200,000 2%
Machinery and
500,000 5%
equipment. ...

Depreciation
$ 4,000

Total..........$ 700,000

$ 29,000

25,000
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(5)
Surplus (manager’s bonus)................................... $ 29,923.37
Surplus (incometax).............................................
81,609.20
Current and accrued liabilities.........................
$ 111,532.57
To set up provision for the following:
Manager’s bonus................ $ 29,923.37
Income tax.........................
81,609.20

Total......................................

$111,532.57

Alpha Corporation

Balance-sheet—December 31, 1930

Assets
Current assets....................................................................... $
Deferred charges.....................................................................
Fixed assets (as appraised by X Appraisal Company as at
January 1, 1930—subsequent additions at cost)

Asset
Land....................
Buildings.............
Machinery and
equipment........

4,360,000.00
50,000.00

Reserve
Appraisal for depreciBook value
ation
value
$ 350,000
$ 350,000 $
294,000 1,956,000
2,250,000
5,700,000

875,000

4,825,000

$8,300,000 $1,169,000 $7,131,000

7,131,000.00

Goodwill..................................................................................

1,000,000.00

Total................

$12,541,000.00

Liabilities and net worth
Current and accrued liabilities..............................................
Funded debt............................................................................
Net worth:
Capital stock—six per cent.—cumulative
preferred—25,000 shares of a par
value of $100.00 each..................
$2,500,000.00
Common—70,000 shares of no par
value.............................................
2,000,000.00

Total................................................
Surplus (exhibit B).................................
Unrealized surplus arising from appraisal

$4,500,000.00
1,883,467.43
521,000.00

$ 2,136,532.57
3,500,000.00

6,904,467.43
$12,541,000.00
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Totals .......................................................................

Income tax ..................................................................
Unrealized surplus arising from appraisal..............

Surplus .............................................................................
Dividends on preferred stock ...................................
Premium paid on preferred stock retired ...............
Profit for year 1930 before income tax, manager's
bonus, and depreciation ....................................
Depreciation—buildings ............................................
Depreciation—machinery and equipment ..............
Manager’s bonus ........................................................
(2)
(2)

$12,350,000. 00 $12,350,000. 00

(3)
(3)
(5)
(5)
(4)

3,000,000.00 (2)
2,000,000.00
1,500,000.00

3,500,000.00

Funded debt ...................................................................
Capital stock:
Six per cent . cumulative preferred ........................

C om m on ....................................................................

1,700,000.00

Current and accrued liabilities.....................................

Liabilities and net worth

$3,155,532. 57

29,000.00 (1)

40,000.00
250,000.00
29,923.37

(2)

165,000.00
50,000.00

500,000.00

(2)
(5)

81,609.20 1,883,467.43
521,000.00

2,500,000.00
2,000,000.00

2,136,532.57
3,500,000.00

$3,155,532. 57 $13,710,000. 00 $13,710,000. 00

550,000.00

1,000,000.00

325,000.00
111,532.57

Alpha Corporation
Working papers— Balance-sheet—December 31, 1930
Adjustments
Balance-sheet
------------------------ ------------------------ ,
Balance-sheet
Assets
December 31, 1929
Debit
Credit
December 31, 1930
Current assets ................................................................. $ 4,000,000.00
(2) $ 360,000.00
$ 4,360,000.00
Deferred charges ............................................................
50,000.00
50,000.00
Fixed assets:
Land ............................................................................
300,000.00
(1)
50,000.00
350,000.00
Buildings .....................................................................
2,000,000.00
(1)
200,000.00
Additions at cost ....................................................
(2)
50,000.00
2,250,000.00
Machinery and equipment......................................
5,000,000.00
(1)
500,000.00
Additions at cost ....................................................
(2)
200,000.00
5,700,000.00
Reserve for depreciation ...........................................
$ 650,000.00 (1)
650,000.00
Buildings.................................................................
(1) $ 250,000.00
(3)
40,000.00
(4)
4,000.00
$ 294,000.00
Machinery and equipment ....................................
(1)
600,000.00
(3)
250,000.00
(4)
25,000.00
875,000.00
Goodwill..........................................................................
1,000,000.00
1,000,000.00
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Alpha Corporation

Statement of operating surplus for the year ended December 31, 1930

Balance, December 31, 1929..................................................
Add—operating profit for the year ended December
31, 1930:
Per books, before depreciation and
manager’s bonus..............................
$1,000,000.00
Less:
Depreciation...........
$290,000.00
Manager’s bonus.. .
29,923.37
319,923.37
Total................................................

680,076.63
$2,180,076.63

Deduct:
Provision for income tax........................
$ 81,609.20
Premium paid on preferred stock re
tired ..............................................
50,000.00
Dividends on preferred stock..............
165,000.00
Balance, December 31, 1930..................................................

296,609.20
$1,883,467.43

$1,500,000.00

No. 2 (16 points):
The M Company was organized January 1, 1929, with an authorized capital
of $3,000,000 represented by 10,000 shares of 6 per cent. cumulative preferred
stock of the par value of $100 each and 20,000 shares of common stock having
no par value but recorded on the books as having an issued, or declared, value
of $100 each.
All the capital stock was immediately issued for the acquisition of the assets
of two companies having a combined value of $3,500,000, which the M Com
pany entered on its books at this same value.
The provisions of the preferred-stock issue stipulated that 10 per cent. of
the profits of each year, in excess of preferred dividends payable, were to be set
aside and used in acquiring and retiring preferred stock.
The earnings—after provision for income taxes but before the payment of
dividends—were $500,000 for the year 1929 and $300,000 for 1930.
That part of the earnings for the year 1929 set aside for the retirement of
preferred stock was used for that purpose in January, 1930, the whole amount
being expended in acquiring this stock at par.
Dividends on the preferred stock were paid for both the years 1929 and 1930,
and a dividend of $350,000 on the common stock was also paid in January, 1930.
In December, 1930, an appraisal of the fixed assets was made which exceeded
by $200,000 the net values as shown by the books. Adjustments were made on
December 31, 1930, to conform with the values as set forth by the appraisal.
You are required to show how you would set up the capital and surplus ac
counts as they would appear on your certified balance-sheet, expressly stating—
for the benefit of the directors—the amount of surplus available for the payment
of dividends on the common stock, as at December 31, 1930.
Solution:

(1) The theory of no-par value stock would require that the amount received
therefor should be credited to the capital-stock account. As the M Company
received assets of a value of $3,500,000, the capital-stock accounts, according
to this theory, would ordinarily appear as at the top of page 56.
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$

Balances:
Preferred stock ................................................................................................
Common stock ................................................................................................
Surplus available for dividends......................................................................
Paid-in surplus................................................................................................
Reserve for retirement of preferred stock .....................................................
Unrealized surplus arising from appraisal...........................................................

Issued on January 1 , 1929, for assets valued at $3,500,000.00:
Preferred stock—10,000 shares......................................................................
Common stock—20,000 shares.......................................................................
Paid-in surplus...............................................................................................
Earnings for the year 1929, after provision for income taxes ..........................
Dividends on preferred stock for the year 1929:
6% of $1,000,000.00....................................................................................
Reserve for retirement of preferred stock:
10% of ($500,000.00 minus $60,000.00)........................................................
Preferred stock purchased and retired—January, 1930....................................
Earnings for the year 1930, after provision for income taxes...........................
Dividends on preferred stock for the year 1930:
6% of $956,000.00 ..........................................................................................
Reserve for retirement of preferred stock:
10% of ($300,000.00 minus $57,360.00)........................................................
Dividends on common stock ..............................................................................
Unrealized surplus arising from appraisal—December 31, 1930.......................
44,000

956,000

6 per

$1,000,000

$2,000,000

---------------

300,000

$500,000

-----------

$200,000

$200,000
$800,000 $800,000

$500,000 ----------$68,264

-----------

24,264

$44,000

j

Reserve for Unrealized
retirement of surplus
preferred arising from
stock
appraisal

$500,000

Paid-in
surplus

$1,000,000 $1,000,000

264,376

24,264
350,000

57,360

44,000

$ 60,000

$2,000,000

Preferred stock—
cent. cumulative— Common Surplus—available
par value $100.00
stock
for dividends
No par value

1 , 1929, to December 31, 1930

The M Company
Working papers—for the period January

See note (2)

s ee note (1)
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Preferred stock—6% cumulative, 10,000 shares of a par value
of $100.00 each...........................................................................
Common stock—20,000 shares of no par value...........................
Total........................................................................................

$1,000,000
2,500,000
$3,500,000

However, a value of $100.00 each was “declared” and recorded on the
books, presumably by authority of the board of directors of the M Company.
If not contrary to the statutes of the state of organization, the no-par-value
common stock should be shown in the balance-sheet at $2,000,000, and the
excess of $500,000 over the par value of the preferred stock and the declared
value of the common stock should be shown as paid-in surplus. Whether this
$500,000 of paid-in surplus must be considered as permanent capital or may be
available for cash dividends, depends upon the statutes, which vary in the
different states. In this solution, the paid-in surplus is treated as permanent
capital not available for cash dividends.
(2) While the problem does not state in so many words that a reserve for
the retirement of preferred stock is required by the provisions of that issue,
the fact that it is stipulated that provision for the retirement of such stock
should be “set aside” out of profits should probably be interpreted that a re
serve was intended to protect the holders of the stock.
If the directors of the company are permitted to declare and pay dividends
in the amount of the total earnings, the withdrawal of cash for dividends and
for the purchase of stock to be retired may so reduce the working capital that
future earnings may be reduced to a point at which the preferred stock may
have little, if any, value.
The reserve of $44,000 set aside after the first year’s operations is not re
stored to surplus available for dividends after the purchase and retirement of
preferred stock in January, 1930, inasmuch as the holders of the stock still out
standing are entitled to protection assured them by the provisions of the issue.
The capital and surplus accounts would appear in the balance-sheet of the
M Company at December 31, 1930, as follows:
Net worth:
Capital stock:
Preferred—6% cumulative—par value $100 each:
Authorized............................. 10,000 shares $1,000,000
44,000
Retired..............................
440 shares

Outstanding.............................. 9,560 shares $ 956,000
Common—no par value—authorized and out
2,000,000 $2,956,000
standing, 20,000 shares................................
Surplus:
Earned surplus available for dividends on com
$ 264,376
mon stock (exhibit B)..................................
500,000
Paid-in surplus.....................................................
68,264
Reserve for retirement of preferred stock..........
Unrealized surplus arising from appraisal..........
200,000

Total net worth...............................................
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1,032,640
$3,988,640
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Exhibit B
The M Company
Analysis of surplus account for the period January 1, 1929, to December
31, 1930
Earnings for the year 1929, after provision for income
taxes.........................................................................
$500,000
Deduct:
Dividends on 6% preferred stock.........................
$60,000
Reserve for retirement of preferred stock................
44,000
104,000
Balance, December 31, 1929......................................
Earnings for the year 1930, after provision for income
taxes......................................................................

Total.....................................................................
Deduct:
Dividends on 6% preferred stock..........................
Dividends on common stock...................................
Reserve for retirement of preferred stock..............

$396,000

300,000
$696,000

$ 57,360
350,000
24,264

Balance, December 31, 1930.......................................
Time Required for Payment

of

431,624
$264,376

Loan

This department, from time to time, has received requests for a formula of
procedure to determine the number of rents necessary to repay a loan with
interest.
For example: A person wishes to borrow $750, repaying this at the rate of
$50.00 a month, which covers interest at 6% (one-half per cent. monthly)
and a payment on the principal. How many months will be required to pay
off the loan?
First method—using interest tables
$750 is the present value of an unknown number of payments of $50.00.
Then $750÷÷-50 = $15 present value of an unknown number of payments of
$1.00.
Look in table “ present worth of annuity of 1 ” in
column. Find present
value nearest to, but less than $15.00. This is:
$14.4166246, present value of 15 rents.
$14.4166246X50 = $720.83 or portion of debt which, with interest thereon,
will be paid off in 15 payments.
Total debt......................................................................................... $750.00
Amount paid by first 15 payments.................................................
720.83
Remainder—principal to be paid by 16th payment......................... $ 29.17
But 16th payment must also include interest for 16 periods on
$29.17. Therefore, multiply by 1.005 16 (obtained from table
compound amount of 1).............................................................. 1.08307

Amount of 16th payment................................................................

57

$ 31.59
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Second method—by logarithms
$7504-50 = $15 present value of annuity of 1 for unknown number (n)
periods.
$15X.005 = .075 compound discount for n periods.
1÷ .075 = .925 present value for n periods.
1 ÷ .925 = 1.08108 amount of 1 for n periods.
Then 1.005 n = 1.08108.
Hence: Log 1.081084 ÷ Log 1.005 =n.
Log 1.08108 = .033858.
Log 1.005 = .002166.
.033859 4-.002166 = 15.632 number of payments.
Or 15 full payments, and a 16th payment of $50 X .632 or $31.60.
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RESTRICTIVE LEGISLATION

The Journal of Accountancy:
Sir: In the May issue of the Journal, I find a letter from Maurice E.
Peloubet commenting on my letter in your March issue dealing with restrictive
legislation. I also find, in your editorial, excerpts on the same subject from
Guy V. W. Lyman of New Orleans.
Mr. Lyman thinks that in my letter I missed one of the most important rea
sons for restrictive legislation—the benefit to the public. Probably I should
have mentioned this. However, as it is so well known that the public interest
is the fundamental reason for all C. P. A. legislation, I took it for granted, and
tried to deal with the legal aspect of the case as it appeared to me. Let me say
in passing, however, that when we speak of the public interest, we are talking of
the public interest of a particular sovereign state, and not the public interest
of the United States in general. This will readily be seen by calling attention
to the fact that each state has a C. P. A. law to protect its own public interest.
Mr. Peloubet and I are in perfect accord as to the desirability of having a free
interstate accountancy practice both for the large and small practitioner. If
conducted on fair lines, it would be a splendid accomplishment for business in
general. But let us remember that we can not claim this as a right, because
the state has something to say about it. I think that if this subject is handled
tactfully and in a fair spirit, concessions can be obtained from the states,
but a concession is not a right. We pray for concessions, but we demand
rights. In most discussions on this subject, the attitude is taken by the
plaintiff accountant that he is sorely abused and that because he is a citizen of
the United States therefore he is, ipso facto, entitled to the right of way in any
state in which he might find business, and that the particular state in question
is quite out of order in passing local regulations that might adversely affect him.
I do not think that anything can be accomplished by such an attitude. We
must proceed by first recognizing the states’ rights in the matter. With this as
a basis, we may then show wherein changes in the law might be more desirable
to all and concessions requested.
Two quotations from Mr. Peloubet’s letter will indicate the extent of our
divergence.
First—Mr. Peloubet states that “a Pennsylvanian with business in four
states is at liberty to employ four different local accountants or to have all the
work done by his Pennsylvania accountant, whichever he prefers.” If we
accept this premise as true, then Mr. Peloubet’s conclusions logically follow.
But on analysis these premises are not true. I concede that his statement is
the desideratum sought by some large accounting firms, yet it is not a fact
that a man in organized society is “at liberty to do whichever he prefers,” no
matter how righteous his act might be in his own eyes, because we are governed
by law which is after all the majority opinion in its crystallized form.
If the Pennsylvanian business man referred to is a majority stockholder in a
Pennsylvania corporation, and that corporation becomes established in another
state as a foreign corporation, this foreign corporation becomes immediately
Editor,
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bound to observe the laws of the latter state as to manner of organization,
licence fees, appointment of a resident agent, etc.
Everyone will concede that the Pennsylvania business man must see to it that
his corporation observe such law. Now, if the state requires outside ac
countants to register before practising therein, or places some other reasonable
restriction on their practice in furtherance of its police power and in the exer
cise of its state sovereignty, it can hardly then be said that the Pennsylvanian
business man can do “whichever he prefers” and have his work done by his
Pennsylvanian accountant who fails to observe the state law. The business
man might be desirous of having his work done by the Pennsylvanian ac
countant and might engage him for such purpose, but he can not have his
work done by him for the good and sufficient reason that the state will not
permit its laws to be violated.
Second—I again quote from Mr. Peloubet—“Whether or not restrictive
legislation in its most extreme form of geographical limitation is legally possible
is not the important issue. The thing we must consider is whether that type of
restrictive legislation benefits the public.”
In his first sentence Mr. Peloubet brushes aside the legal issue as quite un
important. To my mind it is the all-important issue. In fact it is because of
the restrictive legislation adopted by some states that all these polemics have
arisen. Of what avail is it to me that I try to be possessed of something of
value if the law bids me nay? I think on sober reflection the legal issue must
be considered as all-important.
The benefit to the public is of course the underlying reason for this kind of
legislation. Yet Mr. Peloubet’s “public” covers too much territory. He
would take in the whole United States, while mine covers the state only. Let
us remember that a state law has no extraterritorial effect and was never so
intended. Restrictive legislation is purely a state matter, and I see nothing in
the constitution of the United States to give congress similar power over the
entire people of the nation considered as an entity.
In the first paragraph of his letter Mr. Peloubet writes that I stated quite
plainly in my March letter that the proponents of restrictive legislation have
one single object in view—their own personal or group protection; and that I
made no reference to the usual perfunctory claim of protecting the interests of
clients and the public.
In defense, let me admit his second allegation regarding the “benefit to the
public.” I failed to mention it because I thought I might be permitted to take
it for granted, on account of its obviousness and its triteness. I do not con
sider it perfunctory, however. On the contrary it is the corner-stone of this
kind of legislation, but as stated elsewhere by me, the word “public” herein
used refers to the general public of a state and has no reference whatever to the
larger public of the nation. If it were otherwise we might as well abolish all
the state legislatures and laws and have all our domestic affairs administered
from Washington, D. C.
I also admit that C. P. A. laws (restrictive or otherwise) do give protection to
accountants. Candor constrains me so to state, but we all know that this is
not the purpose and intent of the law. It is a corollary. And why not? He
profits most “who serveth best.” The fruits of this protection are enjoyed in
each state by its local C. P. A.’s. This makes for equality. This equality
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can still be maintained in interstate practice by means of reciprocity. Yet it is
an open secret that many accounting firms seek to obtain the fruits of reci
procity in other states while their state boards meticulously guard against the
granting of similar privileges to the accountants of foreign states. It is this
disposition to be unfair that causes all the trouble, and where is the practising
C. P. A. who is ignorant of this fact? Let us face the issue squarely because
“truth crushed to earth shall rise again.”
In closing let me ask all accountants, but particularly the Scottish, what
they think of this hypothetical case: Suppose a Californian were visiting in
Oregon during the summer season when it is hot in the former state—and sup
pose that during his visit here he met an Oregonian who recognized in him a
kindred spirit, and who wined and dined him and showered upon him all the
civil amenities possible to be bestowed including the sanctity of his home to
the end that he might have a pleasant and enjoyable time.
Suppose further that during the spring season of the following year the
Oregonian drove to the sunny south and among other things called upon his
acquaintance who was at first loath to receive him, but later relented and out
of the goodness of his heart took him under his patronage by giving him quar
ters with his Jap servants with whom he dined and drove around.
I suppose that one could not correctly state that this was not reciprocity, but
I do know that this is not the sort of reciprocity that the Scots are seeking.
The hypothetical case might not be exactly in point, but there are kernels of
truth in it, and analogous conduct is not unknown in some attempts at inter
state practice.
“Give and take” is a cardinal principle to be observed if one desires to live
in peace and harmony with his fellow-man, but when one seeks to perpetuate
the habit of taking, and insists that the other cultivate the habit of giving, there
is sooner or later bound to be friction, and the smoke screen of the “public
interest”—whether pro or con—will prove no palladium against the results
of such conduct.
Arthur Berridge.
Portland, Oregon, May 6, 1931.
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MANAGEMENT CONTROL THROUGH BUSINESS FORMS, by Ladson
Butler and O. R. Johnson. Harper & Brothers, New York. 213 pages.
Management Control Through Business Forms is the result of an exhaustive
study, conducted by representatives of the Business Training Corporation of
New York, of the forms used by hundreds of concerns, large and small in every
part of the United States.
The first chapter, entitled “Safeguarding managerial time,” discusses meth
ods of conserving managerial time and energy in order that they may be more
profitably employed for the good of the business. The three chief causes of
waste of executive time and energy, as disclosed by time studies of executive
work, are: (1) lack of complete information; (2) excessive interruption; and (3)
unnecessary personal handling of routine operation. A short concise discus
sion of each of these three causes of waste of time is given, together with
suggestions for improvement and examples of forms to be used. The second
chapter, entitled “Getting things done” deals with methods to overcome unac
countable delays in holding to schedules, excessive errors or poor service, and
difficulty in tracing causes of delays and errors. There are six other chapters,
in which are discussed the cutting down of office overhead, prevention of waste
through budget, sales management, quicker collections, and planning and in
stalling the forms.
This book is a concise and clear-cut presentation of the various forms and
methods used in business concerns to conserve managerial time and energy, and
it should appeal to all those who may be interested in management control.
George S. Olive.
STOCK GROWTH AND DISCOUNT TABLES, by Samuel Eliot Guild.
Financial Publishing Co., Boston. 300 pages.
When the ‘‘ new era ’’ in finance was inaugurated two or three years ago and
enthusiastic theorists announced that common stocks were to be the rivals, if
not the supplanters, of bonds as safe investments, it was to be expected that
sooner or later we should have tables of yields from dividends to compare with
those of interest on bonds. Such tables would naturally be of most value to the
managers of the various types of investment trusts that have sprung up almost
over-night. In Stock Growth and Discount Tables, Mr. Guild has furnished a
complete set of tables for the use of experts in the field of studying past and
present, and estimating future values and trends in common stocks.
It is well to emphasize the designation “experts.” This is not intended as a
guide to the average investor who seeks for common stocks paying the largest
dividends compatible with safety of principal. There are too many factors for
him to take into consideration which would involve more time and labor than
most business men could spare, even admitting that they had the necessary
skill and could assemble the requisite data. To quote from Mr. Guild’s
warnings—
“It may not be amiss to point out emphatically that these tables are an
exceedingly delicate tool and not one to be used by inexperienced amateurs.
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They are prepared wholly and exclusively for professional security experts who
are used to thinking of securities in the terms to which these tables refer. In
the hands of less experienced investors the tables may tend to be dangerously
misleading.” (P. 32.)
Again—
‘‘The more accurate the economic insight into the particular industry, the
more thorough the user’s grasp of the financial position of the company, and the
keener his understanding of the problems of organization and management
involved in maintaining a corporation’s success in a competitive field, the
better, of course, will be the numerical answers obtainable from the present
tables. Their principal value is due to the fact that they give answers to
problems involving five variables.” (P. 33.)
In short, what the author gives is a time and labor saving tool for the use of
experts, and, as the above quotation indicates, the skill and vision demanded
must be of the highest order.
Perhaps the simplest statement of the book’s scope is that it shows readily to
what extent the present price of a stock is discounting the future on whatever
basis of yield may be desired—a simple proposition with bonds or preferred
stocks, but one involving complicated calculations in the case of common
stocks.
W. H. Lawton.
POLICY AND ETHICS IN BUSINESS, by Carl F. Taeusch. McGrawHill Book Co., New York. 624 pages.
Policy and Ethics in Business is substantially a detailed history of notable
instances of violations of business ethics, with legal decisions and comments,
preceded by a short division in which an attempt is made to trace the racial,
religious, climatic and geographical conditions that have produced both the
prevailing system of American business ethics and the more common kinds of
violations of the rules of the system. Calvinist influence is credited (or is it
debited?) with the urge for legal control of business while the ‘‘Jew in business”
is said to have contributed by his “sharp dealings” to the rule of caveat emptor.
Both propositions are debatable.
Between these two influences this author seems to see a product of legal rules
not properly to be evaded, but to be avoided. Business, he thinks, is already
far on the way to self regulation, an arrangement that he considers preferable
to control by politicians or lawyers. The influences of religion, of climate, of
education and of geographic isolation are said to have helped to mold the Ameri
can idea of business ethics so that “we have become highly sensitive to the
right and wrong of business dealings independently of foreign standards.” It
is to be hoped that we have. Are we so sensitive?
The academic discussion of American business ethics occupies a small part of
the volume. Ninety pages are given to an intelligent discussion of the Sher
man act, the remainder of the space being occupied by a series of discussions of
those business activities most subject to improper practices, each discussion
being illustrated by actual instances, usually, but not always, giving the true
names of the parties to the transactions, with full quotations of American and
foreign legal opinions and decisions, both on trials and appeals.
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In presenting these cases the author has been able to use matter accumulated
by the Harvard graduate school of business administration, with the result that
a really impressive and wholly adequate collection of cases is discussed.
Nowhere is there laid down any specific rule of business equity applicable
always and everywhere. The author seems to think that business ethics are
affected by relativity, varying with usages and conditions. Probably he is right.
As might be expected from the managing editor of Harvard Business Review,
the work is distinguished by clear English, free, except in the introductory por
tion, from those non-dictionary compound words and strange idioms too often
found in the writings of economists. Upon the whole, one might arrive at the
same opinion as the author as to an equitable ruling on the cited cases, if, in
stead of legal decisions and special pleadings, he should use as a guide the rule
of common honesty. That is high praise.
In one case the author is not so fair; speaking of professional ethics he says
that engineers advertise more than doctors or lawyers, that lawyers employ
men whose function it is to make contacts with clients, and that banks and ac
counting firms engage in both forms of soliciting business. Perhaps there are
accountants who do so—if they do they violate well-established professional
rules. There are also doctors and lawyers who offend. The clear implication
of the text is that advertising and soliciting business are actions recognized
and approved by the accounting profession, or at least generally practised.
A writer on business ethics who extends his work to professional ethics is
chargeable with more knowledge than that. The rules of the American In
stitute of Accountants and of the state societies of certified public accountants
are recommended for the summer reading of Professor Taeusch.
F. W. Thornton.

ACCOUNTING TERMINOLOGY, a tentative report of a special committee
of the American Institute of Accountants, The Century Company, New
York. 165 pages.
The question of accounting terminology is one that has been the subject
of an immense amount of discussion, but, like the weather, very little has been
done about it, or rather had been done about it until a committee appointed
ten years ago began its series of investigations, the collection of existing defini
tions and the formulation of new definitions where the old were unsatisfactory.
The committee’s report is really a summary of many reports which have been
presented from time to time either at meetings of the Institute or in the pages of
The Journal of Accountancy. Whenever tentative definitions have been
made the committee has asked for suggestions for improvement and there has
been a good deal of interest in what the committee has done. Having com
pleted the alphabet, the committee went over all the work of the past decade
and prepared a summary of revised definitions and presented it to the council
of the Institute. The council received the report but did not formally approve
it. There is such a wide difference of opinion as to certain definitions and so
much delay would have occurred if the committee had attempted to submit each
definition to the detailed scrutiny of every member of the Institute, that the
council decided to receive the report and permit its publication with a clear
expression of its tentative character. The report is really a glossary of ac
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counting terms with explanatory definitions which express the sentiments of the
various committees which have been engaged in the work. The council has
stated that it places high value upon the services which have been rendered by
the committee especially those of the man who has been chairman of the com
mittee throughout the entire length of its life. This chairman, Walter Mucklow, has been the moving spirit who has made possible the publication of the
present volume.
The book will, no doubt, have a large sale. There is nothing of the kind
extant, although a few accounting texts from time to time have mentioned the
question of terminology and have attempted the definition of a limited number
of terms. Certain English authors have discussed terminology and offered a
few definitions, but there has not been any attempt to present a complete list
of terms used in accountancy and accounting.
There will be an utter lack of unanimity with reference to many of the defini
tions in this book. Some accountants will feel that words which have been the
subject of definition do not belong in an accounting work and that some which
should have been included have been omitted. Some accountants will feel that
the definitions of such words as surplus and income in their various subdivisions
are neither adequate nor accurate. This sort of criticism may be expected of
every reference book. The perfect book is yet to be published. The dic
tionary which makes no mistakes is unknown. Certainly Accounting Termin
ology is far from perfect; nevertheless, it seems to be the best book upon
the subject and it does represent the carefully considered opinion of a good many
representative members of the profession. The hope is expressed in the preface
that there will be criticisms and suggestions for improvement so that subse
quent editions may be brought nearer to the ideal perfection. There will be a
great deal of usefulness in the book as a text for schools, but probably the chief
use will be in the office of practising accountants where many hours of argu
ment and dispute are wasted in an effort to find the proper use of the accounting
vocabulary and the clear expression of the accountant’s intent.
A. P. R.
PRACTICAL STOCK MARKET FORECASTING, by William Dunnigan.
Financial Publishing Co., New York. 92 pages.
LOOKING AHEAD WITH COMMON STOCKS, by Pierre R. Bretey.
Welsel Market Bureau, New York. 182 pages.
Unholy office boys in brokers’ offices will call these books “Suckers’ Bibles.”
Both attempt to teach the Wall Street lamb to beat the Wall Street wolf.
Dunnigan hangs the law, the other financial prophets and the profits, if any,
on eight barometers, each barometer showing the present status of some market
factor and indicating either “buy” or “sell.” Assemble the indications of all
the barometers and, following the majority, buy or sell—what? Stocks—just
stocks—any stocks.
This author deprecates “that method which views each individual business
situation as a problem of its own, and which attempts to forecast stock price
by a theoretical analysis” of existent factors relating to it.
Bretey, on the other hand, lays stress on time cycles, business “patterns,”
and history as aids to guide one in making those very analyses of conditions in
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specific industries that are deprecated by Dunnigan. Accordingly, he gives
copious reviews of specific industries ending with flat recommendations to buy
or sell specified issues.
How shall an accountant judge between them? It is not a question of ac
counting that is involved. Your reviewer, on the rare occasions on which he
has been able to buy stock, has looked first at one, then at another, timid, ir
resolute, vacillating, finally taking something because it had a nice name or a
pretty, bright-colored certificate. One might say that Dunnigan insists on a
correct stance, Bretey on swings and timing, while your reviewer knows only
the waggle and the foozle, and so can not form an opinion as to the probable
drives of Dunnigan and Bretey.
Most small investors time their purchases with but one consideration in mind:
Where is the money? As soon as they have the money it burns a hole in their
pockets. If these books of advice persuade small investors to give any con
sideration to market conditions and time their purchases accordingly, a good
end will be served.
No doubt one of these two books is partly right, for they are divergent in
theory. I don’t know which is better; the authors do not know; nobody
knows.
When one considers what happened to investment trusts managed by the
cleverest men in Wall Street, assisted by theorists and statisticians, and the
ocean full of money awaiting the speculator who has a plan of forecasting stock
prices with “almost uncanny accuracy,” as Dunnigan claims to have and to
have published, wonder is aroused as to why these books are published, giving
away the precious secrets for such small dividends. Is it charity?
F. W. Thornton.
ESTATE ACCOUNTING AND TAXATION, by Emmanuel Saxe, and
Walter A. Levy. Snow-Burell, Inc. 267 pages.
In their introduction the authors of Estate Accounting and Taxation, say that
the volume is intended to supply a threefold need: (1) to serve as a textbook for
collegiate courses on the subject; (2) to furnish a textbook for practising ac
countants; (3) to supply a handy manual and reference book for attorneys and
trust-officers. It is divided into two parts, namely: explanatory material and
illustrative material. The former consists of eight chapters covering 112
pages, while the latter fills the remaining 142 pages. Thirteen pages are de
voted to the index.
Few branches of accounting present greater varieties than does accounting
for estates, and one must respect the courage of any author who attempts to
deal with the subject in one volume. There are many classes of undertakings
which are nation-wide, of which banking and railroading form leading exam
ples, but in most cases there is some national organization which forms a
nucleus around which is gathered a fairly definite set of rules applicable from
New York to California. In estate accounting, not only is such uniformity
lacking, but the law itself renders it impossible, for statutes and practice differ
widely even in adjoining states. While such terms as surrogate’s court,
county court, orphans’ court, probate court, etc. may be synonymous in so far
as they all indicate the place in which estate accounts are to be finally interred,

66

Book Reviews
the powers exercised by these courts vary greatly, and in each locality there
exists a feeling in favor of particular forms of accounts which, if not required
by law, have become hallowed by practice.
The book is based entirely upon the law of New York, with short divaga
tions into the field of federal taxes. All the citations are from the federal or
New York revenue and tax laws. While many of the provisions in these laws
apply throughout the land, there are important exceptions. It is obvious that
a student, any layman or even some lawyers may experience difficulty in ascer
taining whether or not principles laid down in this volume are of state-wide
or of nation-wide application, and this may place a reader in a condition of
doubt as to whether or not his conclusions are correct—a serious fault in any
text book, and one which tends to limit the usefulness of the work to those who
practise in New York.
Apparently the object of the authors is to expand examples rather than to
expound principles; and they achieve so much success that there is nothing left
for the student to do—but find the other examples. It is always pleasant to
read a book written by an instructor, because the subject is viewed from a
standpoint differing from that occupied by a mere practitioner. The greater
the difference in the two views the greater the need for discussion with the
object of finding the midway in which truth walks.
When one comes to the illustrative material in part II, which occupies more
than half the book, he is almost appalled at the amount of detail. There is no
doubt that the “typical estate has been carried through all the stages of the
subject, from the preparation of the will to the rendition of the account of pro
ceedings.” But the question arises: Is so much detail desired or desirable?
Too many trees sometimes hide the extent and nature of the wood.
To one studying estate accounting in “a sixty-hour course” under Messrs.
Saxe and Levy at the College of the City of New York the volume should be of
great service and as the authors say “the results obtainable from the use of this
book as a text in connection with a sixty (60) hour course on estate accounting
and taxation will be highly satisfactory and entirely adequate.” Unfortu
nately, the great majority of practising accountants and trust officers, who
may have devoted years to the study, are outside this class and it is feared that
to them the limitations imposed by the authors have robbed the work of a
large measure of usefulness.
Walter Mucklow.

COMMERCIAL GOODWILL, by P. D. Lake. Isaac Pitman § Sons.
271 pages.
In the American’s ear the expression Commercial Goodwill, the title of a book
by P. D. Lake, may suggest some international exchange, or some expression of
feeling beyond his immediate sphere; something connected with commissions or
conferences or round tables, whereas the term is used merely to describe that
intangible something which appears in our balance-sheets as goodwill.
Probably the subject of goodwill has a greater practical importance abroad
than it has in the United States—at first thought, certain striking examples
flash into one’s mind such as “Johnnie Walker,” “Haig & Haig,” or “Black
and White” which illustrate in several ways the character of our subject.
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While governmental restrictions, hitherto declared to be legal, may have sev
ered us for a time from some of the best known illustrative articles, there exists
a more important and more general condition to be discussed. In Great Brit
ain there is a greater dislike of change than exists in this country: the fact that
one man in London has made one’s clothes for the last thirty years is the best
of all reasons that he, or his celestial representative, should make them for the
next thirty years. My American friends do not appear to be equally steadfast
in their sartorial affections: therefore, the value of the English tailor’s goodwill
is probably considerably greater than that of the American.
Innumerable definitions of goodwill have been given and the Institute’s com
mittee on terminology has, after much discussion, lately added to the number,
but whatever definition may be accepted, the value of that which is defined de
pends upon the power which an enterprise has of earning super-profits, and these
super-profits are the amount by which the revenue or gain “exceeds any and
all economic expenditure incidental to its production.” Originally this power
doubtless arose entirely from successes of the past, upon results actually
achieved; which is as sound a foundation as can be found for something which is
intangible.
In the practice of the present day, there are sometimes added to past per
formances—or, worse still, substituted for them—predictions as to future re
sults, so that, as a consequence, we sometimes find accounts called “goodwill”
which are, at their worst, little better than mere dumping grounds upon which
are unloaded expenditures of money, or securities, which would not look well
if placed elsewhere.
The work now before me is written by one living in Great Britain, for his
fellow inhabitants: therefore it is written in their language, which includes some
terms unfamiliar to us; it is based on law, adapted to the practice, and quotes
the precedents of that country. However, these facts do not affect the prin
ciples which are involved and discussed, nor do they destroy the interest to
American leaders. There is so much good material that it is difficult to deal
with it, for, to be of service, extracts would call for an amount of detail too great
for a review, yet anything less than quotation must fail to do justice to the
author.
The book strikes me as a well written, scholarly and thorough exposition of
the subject, an excellent textbook. It should have value to an accountant,
especially when dealing with an over-optimistic client who believes that good
will is the mainstay of his business although, like nitrogen, much of it is captured
from the air; while to the student it sets forth clearly and fully both the under
lying theory and the best practice.
Walter Mucklow.
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[The questions and answers which appear in this section of The Journal of
Accountancy have been received from the bureau of information conducted
by the American Institute of Accountants. The questions have been asked
and answered by practising accountants and are published here for general in
formation. The executive committee of the American Institute of Accountants,
in authorizing the publication of this matter, distinctly disclaims any re
sponsibility for the views expressed. The answers given by those who reply are
purely personal opinions. They are not in any sense an expression of the In
stitute nor of any committee of the Institute, but they are of value because
they indicate the opinions held by competent members of the profession. The
fact that many differences of opinion are expressed indicates the personal nature
of the answers. The questions and answers selected for publication are those
believed to be of general interest.—Editor.]
ACCOUNTING FOR HOLDING COMPANIES

Question: A holding company “ X ” owns several subsidiaries through stock
interests. These subsidiaries we designate as “A,” “B” and “C.” The
capitalization and ownership of these companies is set forth in the following
schedule:
Cumulative Cumulative
6% second
7% first
No-par
preferred
preferred
common
shares
shares
Company A:
X ownership........................ ...............
1,000
95%
Minority interest.................
500
5%
Company B:
X ownership........................ ...............
95%
900
Minority interest................. ...............
500
100
5%
Company C:
X ownership......................... ...............
95%
1,000
Minority interest.................
500
5%
The following tabulation shows the surplus and undivided profits account at
the beginning of the accounting period and the result of operations for the year.
Surplus or deficit
beginning
Company A............................................
$25,000
Company B............................................
5,000
Company C............................................
10,000

Profit
or loss
$ 9,000
12,000
18,000

The paid-in or stated value of company C’s common stock is $25,000.
The schedule below gives the status of the companies in respect to dividends
at the beginning of the accounting period and payments throughout the year:
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Second preferred

First preferred
Company A:
In arrears..........
Payments..........
Company B:
In arrears..........
Payments..........
Company C:
In arrears..........
Payments..........

1 yr.

None
$7,000

1 yr.

None
$3,000

1 yr.
1/2 yr.

7,000
3,500

1 yr.
yr.

3,000
1,500

1 yr.

7,000
None

11/2 yr.

4,500
None

The questions are:
(a) What portion of the beginning surplus should be taken in to X company
from each subsidiary, and what portion credited to the minority?
(b) What are the current earnings from each company to be taken into the
profit-and-loss account of company X, and what portion accrues to the
minority?
(c) How to prepare a statement of consolidated surplus at end of current
period, with surplus account, reconciling the earnings to beginning surplus and
minority balances for each company and also specifically the treatment of the
$3,000, by which the deficit at end of period exceeds the common-stock equity.

Answer: This question appears to relate to the accounts of a holding com
pany which carries on its books its share of the net worths of subsidiaries as
reflected in the accounts of the latter, and the question of principle involved
appears to be: To what extent should dividends in arrears on cumulative pre
ferred stock of a subsidiary be recognized in determining the portion of the
surplus or deficit of such subsidiary to be taken up by the holding company?
We think that in allocating earned surplus full recognition should be given to
cumulative dividends in arrears, since the status in respect of such dividends
would be an essential factor in determining any actual distributions of surplus.
On this basis, we have made the following computations:
(a) Allocation of beginning surplus:

Company X share............................................
Minority share.................................................

Company
ABC
$23,750 $4,500 $ 9,500
1,250 500
500

$25,000

$5,000

$10,000

Explanation:

Company A: Surplus allocated according to common-stock holdings, there
being no arrearage of preferred dividends.
Company B: Surplus allocated according to 1st preferred-stock holdings,
the first-preferred dividends in arrears being in excess of
the surplus.
Company C: Deficit allocated according to common-stock holdings, the
common stock being in excess of the deficit.
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(b)

Allocation of current earnings:
A

Company
B

C

Company X share as to:
Common stock..........................................
1st preferred stock.......................................
2nd preferred stock......................................

$ 950
7,000

$

Total.........................................................

$6,050

$ 8,100

$14,250

$

$

$

Minority share as to:
Common stock..........................................
1st preferred stock.......................................
2nd preferred stock......................................

50

$14,250
8,100

750

3,000

900
3,000

3,000

Total.........................................................

$2,950

$ 3,900

$ 3,750

Total current earnings.................................

$9,000

$12,000

$18,000

Explanation:
Company A:

Preferred dividend requirements having exceeded earnings by
$1,000, a loss of this amount appears in reduction of the
beginning of year surplus allocated to common stock.
Company B: Earnings apportioned first to meet dividend requirements of
first-preferred stock in full, balance being allocated to
second-preferred stock.
Company C: Loss charged against common stock to a point at which the
deficit equals the paid-in or stated value of that stock, the
remaining $3,000 loss being charged against second-pre
ferred stock.
Company
(c) Allocation of surplus for year:
C
B
A
Company X share:
Balance at beginning of year........... ........ $23,750 $ 4,500 $ 9,500
6,050
8,100
14,250
Current earnings............................... ........
$12,600
3,150

$23,750

$22,800 $ 9,450

$23,750

$ 1,250
2,950

$

$

$ 4,200
3,000

$ 4,400
1,850

$ 4,250

Less dividends paid.......................... ........

Balance at end of year..................... ........

$ 1,200

$ 2,550

$ 4,250

Total at end of year..................... ........

$24,000

$12,000

$28,000

Less dividends paid.......................... .......

Balance at end of year..................... .......
Minority share:
Balance at beginning of year........... ........
Current earnings............................... ........
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The above treatment results in allocation of the end-of-year surplus on the
following bases:
Company A: Surplus allocated according to common-stock holdings, there
being no arrearage of preferred dividends.
Company B: Surplus allocated according to first-preferred stock holdings
to the extent of the $10,500 first preferred dividends in
arrears; remaining $1,500 allocated to second-preferred
stock, as applying against the $4,500 second-preferred
dividends in arrears.
Company C: Deficit allocated according to common-stock holdings to
extent of the $25,000 paid-in or stated value of the common
stock, the remaining $3,000 deficit being charged against
second-preferred stock.
As before stated, the foregoing computations are based upon full recognition
of cumulative preferred dividend arrearages in allocating surpluses of sub
sidiaries, but these arrearages are not recognized to a point at which they
would impair the paid-in capital represented by stocks of subordinate issues—■
that is, the dividends in arrears are considered only to the extent to which
there are surpluses to cover them.
In treating the matter in this manner, we have proceeded upon the assump
tion that the subsidiaries are all to be considered on a going-concern basis.
If a company without surplus enough to cover its cumulative dividends were
on the point of dissolution, a question might arise as to whether these dividends
should or should not operate to increase the equity of a preferred stock even to
the impairment of the paid-in capital represented by subordinate issues.
Even on the going-concern basis, the dividend arrearages in excess of surplus
would have their bearing in determining the distribution of profits subsequently
to be earned and would thus constitute one element in valuing the several
issues, if a revaluation in the holding company’s accounts were contemplated.
In the absence, however, of any general question as to revaluation, considera
tion has not been given in our computations to this phase of the matter.
It is noted that company B paid a dividend of $1,500 on its second-preferred
stock while first-preferred dividends were still in arrears; the allocation of
company B’s surplus at the end of the year is, therefore, different from what it
would have been if dividend distributions had been properly made.

FINANCIAL STATEMENT OF A CHURCH

Question: An institution receives its income principally from membership
dues, rental of pews and donations. In 1926 a special appeal was made to the
membership to raise funds for the purpose of reducing the mortgage on its
building. Pledges aggregating $23,650 were made. The stipulated terms of
payment were as follows: $100 pledges were to be paid within six months of the
appeal, $250 pledges within one year, $500 pledges within two years, and
pledges of $1,000 or more within four years. Twenty-five per cent of each
pledge was to be paid within thirty days of the appeal, and the balance in equal
quarterly instalments within the time allotted above. Of the total amount of
$23,650 pledged in 1926, approximately $5,000 had been paid prior to December
31, 1930.
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The entry on the books to record these pledges was:
Mortgage fund pledges receivable..........................
Surplus.................................................................

$23,650
$23,650

Consequently subsequent balance-sheets carried the unpaid pledges as an
asset with a corresponding increase in net worth.
In discussing this matter with the officers I stated that it was my opinion
that the net worth of the institution was overstated to the extent of the unpaid
pledges and that these pledges were improperly treated as an asset. I con
tended that information relative to this item should be portrayed thus on the
balance-sheet:
Assets
Mortgage-fund pledges receivable.......................... $18,650
Less unpaid pledges............................................
18,650
$ 0

I believe that the following entries should have been made properly to record
the various transactions:
1. To record the pledges originally made in response to the appeal:
Mortgage-fund pledges receivable.......................... $23,650
Unpaid mortgage-fund pledges...........................
$23,650
This is intended to be a memorandum entry. For balance-sheet purposes the
latter account should be treated as a valuation reserve and deducted from the
former, as shown above.
2. To record the payment of pledges:
Cash.....................................................................
$ 5,000
Mortgage-fund pledges receivable......................
$ 5,000
At the same time to recognize the creation of a liability in the form of a trust
and to reduce the amount of unpaid pledges, the following entry should also
be made:
Unpaid mortgage-fund pledges.............................. $ 5,000
$ 5,000
Trust, mortgage fund..........................................
3. To record the transfer of the funds to the trustee:
Trustee, mortgage-fund cash..................................
$ 5,000
$ 5,000
Cash.....................................................................
4. To record the payment by the trustee in reduction of the mortgage:
Mortgage payable...................................................
$ 5,000
Trustee, mortgage-fund cash..............................
$ 5,000
Also, to show the resultant increase in the net worth and the simultaneous
discharge of the trust obligation, this entry should be made:
Trust, mortgage fund.............................................. $ 5,000
Surplus.................................................................
$ 5,000
The net result of the above entries would be this:
Mortgage-fund pledges receivable.................................... Dr. $18,650
Unpaid mortgage-fund pledges.................................................Cr. $18,650
Mortgage payable..................................................................... Dr. $ 5,000
Surplus....................................................................................... Cr. $ 5,000
The next problem with which I am confronted in this matter is this: The
members are to be furnished with a condensed balance-sheet and income state
ment which are to be made a part of the annual report submitted by the officers.
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The president has requested that a short form of certificate of audit be ap
pended. The officers and directors, however, are to receive a detailed audit
report which will contain lengthy comments and qualifications regarding such
matters as the improper mingling of funds, the overstatement of members’
accounts receivable, the loose methods followed in the accounts and records,
and perhaps other comments. The question is: Must these comments and
qualifications be stated in the certificate accompanying the members’ report,
or is it sufficient if such certificate read: “Subject to the comments and qualifi
cations contained in my report to the officers and directors of . . . date, I
hereby certify, etc. . . .”?
The officers and directors feel that a certificate stating all the comments and
qualifications would have a very unfavorable effect and no doubt unjustifiably
cause the resignation of some members. The present administration of the
institution does not seem to be responsible for the existing conditions; neverthe
less there may be members who might rashly conclude that they are, without
taking the trouble to discuss the matter. Furthermore, the officers contend
that those members who have sufficient interest in the affairs of the organization
to seek further information may ask to see the detailed audit report and at such
a time satisfactory explanations will be forthcoming.

Answer: It would no doubt be the most conservative practice to show
mortgage-fund pledges receivable in the amount of unpaid pledges with a
deduction for the amount of unpaid pledges, leaving no balance carried as an
asset. On the other hand, if the pledges are from responsible people and are
probably collectible, then there seems to be no particular objection to showing
the estimated collectible amount as an asset with proper description as to the
dates when payments thereon are due.
It hardly seems necessary that detailed comments with regard to the audit
should be included in the certificate, provided the statements are prepared to
present correctly the financial position and operations. Even though there has
been improper mingling of funds, the funds should be correctly stated in the
statements. Although there has been overstatement of members’ accounts
receivable, these accounts should be correctly stated by the accountant. In
other words, the accountant should be able to prepare the financial statements
in a proper manner or else he should not attempt to certify them at all. On the
other hand, if there is some qualification necessary because it is impossible
definitely to ascertain some fact, and such a condition does not grossly distort
the financial statements, or if there is some reasonable difference of opinion,
then a qualification should be inserted in the certificate.
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pany, Limited, 1931. 115 p. (Accountants’ Library, v. 7.)
GOODWILL

Walton, Rupert. Some Aspects of Goodwill. Accountants’ Journal (Eng
land), April 1931, p. 860-4.
HOLDING COMPANIES
Accounting

Ferguson, Donald M. Published Accounts of Holding Companies. Account
ant in Australia, April 1931, p. 200-7.
HOSPITALS
Accounting

Rorem, C. Rufus. Fixed Charges in Hospital Accounting. Journal of
Accountancy, June 1931, p. 432-7.
INDUSTRIAL ENGINEERING

Dufresne, P. E. Advantages of Industrial Engineering. Cost and Manage
ment, May 1931, p. 140-5.
INDUSTRY
Great Britain

Howitt, H. G. Industrial Development and its Relation to Accountancy. Ac
countant, April 11, 1931, p. 465-72.
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INSURANCE, MARINE

Bridgford, J. D. Marine Insurance of Goods. Queensland Accountants
and Secretaries Journal, April 1931, p. 54-63.
Summerfield, W. Insurance Against “Marine Risks”; its Scope and Limi
tations. Associated Accountant, May 1931, p. 111-3.
LAWYERS

Association of the Bar of the City of New York. Law Office Management;
Report of Special Committee on Law Office Management of the Association
of the Bar of the City of New York. New York, Baker, Voorhis & Com
pany, 1931. 100 p.
LIQUIDATIONS AND RECEIVERSHIPS

Blackadder, R. J. Voluntary Liquidations; the Practical Work of the Liquidator.
Accountants’ Journal (England), May 1931, p. 54-66.
MECHANICAL DEVICES
Tabulating and Sorting

Rowland, Floyd H. Principles of Punched Card Accounting. New York.
National Association of Cost Accountants, May 1931. (N. A. C. A,
Bulletin, vol. 12, no. 17, section 1, p. 1389-1452.)
MERCHANDISING

National Retail Dry Goods Association. Merchandise Managers’ Division.
Merchandise Control Manual. New York, The Association, c 1931.
321 p.
MUSICAL ENTERPRISES
Accounting

Webster, Paul K. Accounting for Community Musical Organizations.
nal of Accountancy, June 1931, p. 438-58.

Jour

PARTNERSHIPS
Accounting

Buzzell, L. N. Treatment of a Deficiency in an Insolvent Partner's Capital
Account Upon Liquidation of a Partnership. Canadian Chartered
Accountant, May 1931, p. 382-5.
PENSIONS

Firth, Norman C. Why Haven’t You a Pension Plan? System, May 1931,
p. 362-4, 418-9.
PHOTO-ENGRAVING
Costs

Lawrence, W. B. Hour Costs in 1930; Depression has Created New and Unusual
Conditions in Connection with Costs. Photo Engravers Bulletin,
May 1931, p. 3-12.
RAILROADS
Accounting

Stead, Arthur L. Accounting Administration of the World's Largest Railroad;
Organization and Accountancy Arrangements on the German Railways.
Railroad and Public Utility Accountant, May 1931, p. 15-7.
Reports

Status of the Accounts of the Alaska Railroad; Report of the Examination of the
Accounts as Submitted to the Interstate Commerce Commission. Rail
road and Public Utility Accountant, May 1931, p. 19-22.
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SOCIETIES, ASSOCIATIONS, ETC.
Accounting

Johnson, Leslie E. College Fraternity-House
Service Bulletin, May 1931.

Accounting.

Pathfinder

STATEMENTS

Wertens, H. W. Speeding the Earnings Statement. System, June 1931,
p. 448-9, 91.
STATEMENTS, FINANCIAL

Bornhofft, Henry J. Self-Contained Statement of Finanical Condition. Rob
ert Morris Associates Monthly Bulletin, May 1931, p. 355-62.
Robert Morris Associates. Accountancy Sessions Notes, Briarcliff, October 28,
1930, New York, December 9, 1930. (Reprinted From the Copyrighted
November, 1930, and January, 1931, Robert Morris Associates
Bulletins) Lansdowne, Pennsylvania, Robert Morris Associates,
c1930-1. 42 p.
STORES SYSTEMS AND STOCK RECORDS

Dutton, H. P. Small Plant Successes, One Thing Well Done. Factory
Industrial Management, June 1931, p. 980-2.

and

STREET CLEANING
Accounting

Brunswick, Georgia, Installs Uniform Street Sanitation Record System. Ameri
can City, June 1931, p. 105-7.
Costs

Uniform Street Sanitation Records, Cost Standards, Installed in Brunswick,
Georgia. Roads and Streets, May 1931, p. 177-8.
TAXATION, GREAT BRITAIN
Income and Excess Profits
Accountant Tax Supplement, May 23, 1931, p. 214-23.
New and Discontinued Businesses. Accountant Tax

Finance Bill, 1931.
Habbijam, R. S.
Supplement, May 9, 1931, p. 186-92.
Rawlinson, A. W. Charge to Income Tax and Reliefs Therefrom Under Schedules
A and B. Accountant Tax Supplement, April 11, 1931, p. 145-9.
TAXATION, IRELAND

Silvester, A. E. Income Tax in Northern Ireland.
ants' Journal, May 1931, p. 308-10.

Incorporated Account

TAXATION, UNITED STATES'

United States Congress. Codification of Internal Revenue Laws; Submitted to
the Joint Committee on Internal Revenue Taxation by its Staff. (Published
Pursuant to Section 1203 (c), Revenue Act of 1926) Washington, D. C.,
Government Printing Office, 1930. 243 p.

Hogan, Arthur J.
194.

Income and Excess Profits
Capital Gains
Capital Gains Tax. Tax Magazine,

May 1931, p. 165-7,

TRUST COMPANIES
Accounting

Cortis, F. R. Mechanical Aids to Personal Trust Accounting; Description of a
New System of Equipment and Accounting. Trust Companies, May
1931, p. 625-32.
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VALUATION

McMichael, Stanley L. McMichael's Appraising Manual; a Real Estate
Appraising Handbook for Field Work and Advanced Study Courses. New
York, Prentice-Hall, Inc., 1931. 431 p.
Wunderlich, O. Accountancy of Values. Accountant in Australia, April
1931, p. 208-13 (to be continued).
WAGES, FEES, ETC.
Incentives

Flora, Charles P., and Suttill, Albert G. Maintenance Costs Less with Every
Job on Incentive. Factory and Industrial Management, June 1931,
p. 974-6.
Point Systems

Peden, Robert W. Accounting with the Point System. New York, National
Association of Cost Accountants, May 15, 1931. (N. A. C. A. Bulletin,
vol. 12, no. 18, section 1, p. 1515-43.)
WASTE IN INDUSTRY

Hornberger, D. J. Cost Accountant and the Elimination of Waste; Paper Read
Before the Columbus Chapter of the National Association of Cost Accountants,
April 27, 1931. 11 typewritten pages.
Address of Periodicals:
Accountant, 8 Kirby Street, London, E. C. 1, England.
Accountant in Australia, 65 York Street, Sydney, New South Wales.
Accountants’ Journal, 8 Kirby Street, London, E. C. 1, England.
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